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- More than 5,300 professionals in 25
countries around the world work

diligently to meet our clients’

regional and multinational nieeds.
PPD offices, clinics and labs are in

the following locations:

CORPORATE HEADQUARTERS
Wilmington, North Carolina

AFRICA
Johannesburg, South Africa

THE AMERICAS

Buenos Aires, Argentina
Sao Paulo, Brazil

La Jolla, California

Menlo Park, California

San Bruno, California

San Francisco, California
Mississauga, Canada
Westminster, Colorado
Highland Heights, Kentucky
Columbia, Maryland
Cambridge, Massachusetts
Mexico City, Mexico
Hamilton, New Jersey
Durham, North Carolina
Morrisville, North Carolina
Blue Bell, Pennsylvaria
Austin, Texas

Richmond, Virginia
Middleton, Wisconsin

ASIA

Hong Kong

Tokyo, Japan
Singapore

Taipei, Taiwan
Bangkok, Thailand

CENTRAL EUROPE
Prague, Czech Republic
Budapest, Hungary
Warsaw, Poland

MIDDLE EAST
Tel Aviv, Israel

WESTERN EUROPE
Brussels, Belgium
Cambridge, England
Leicester, England
Southampton, England
Maisons-Alfort, France
Karlsruhe, Germany
Munich, Germany
Nuremberg, Germany
Milan, Italy

Ede, Netherlands
Kersewell, Scotland
Madrid, Spain
Stockholm, Sweden

PACIFIC RIM
Melbourne, Australia



Integrated Services Spanning the Globe
L ‘ |
Wrth proven early discovery through post-market resources, PPD delivers

mtegrated servrces with a commitment to quality performance to help our
chents meet therr R&D goals.

Drscovery Technologres and Expertise

p Functronal genomrcs to identify and validate novel drug targets

- rCombrnatonal and medicinal chemistry expertise to prioritize and

loptr'mizeldrug candidates

. jAnalyltr'call resources, rapid in vivo pharmacokinetic (PK) profiling and

lpredi;ctivle in vitro metabolism assays to profile drug candidates

l lConsultirgg strategies to customize preclinical programs from early

| fscreening of new chemical entities (NCEs) through investigational

. new drug (IND) application submission

l Precliniclal evaluation of anticancer therapies, including in vivo and
in vitro testing services
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Report of Independent .| communications division
Accountants ' Innovative clinical data management and information solutions from
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As a leading global provider of discovery and development
services and products for pharmaceutical and biotechnology
companies, PPD applies innovative technologies, therapeutic
expertise and a commitment to quality to help clients
maximize the return on their R&D investments. With proven
early discovery through post-market resources, the company
also offers unique partnerships and alliances for virtual

drug development.

Our business model is designed to provide near-term
profitability and cash flow from our drug development
services with potential for enhanced returns as our internal

discovery and compound partnering initiatives mature.




Financial High]igbts

in thousands, except per share data, for years ended December 31.
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(1} The net revenues presented in this chart exclude reimbursed out-of-pockets of $25,884, 27,332, $29,092 and $46,008 for the years ended December 31, 1999,
2000, 2001 and 2002, respecrive])/. Net revenuesfor these same period’s reported in accordance with GAAP, which include these reimbursed out»gf»pockcts, were
$328,414, §372,650, §460,633 and $608,657.

(2) The net income numbers presented in this chart exclude impairments of equity investments of §0, 80, $0 and §33,787 for the years ended December 31, 1999, 2000,
2001 and 2002, respectively. Net income for these same periods reported in accordance with GAAF, which includes these non-cash, non-operating impairments and
related tax benefits, was $28,496, §32,310, §49,167 and $39,897.

(3) The earnings per diluted share in this chart exclude impairments (Jequit)/ investments ngO, $0, §0 and §33, 787for the years ended December 31, 1999, 2000,
2001 and 2002, respectively, representing $0.57, $0.64, $0.94 and §1.29 per share ﬂ)r those periods. The earnings per diluted share _for these same periods reported
in accordance with GAAP, which include these non-cash, non-operating impairments and related tax bengﬁts, were $§0.57, §0.64, §0.94 and §0.72.




Fred N. Eshelman, Pharm.D.
Chief Executive Officer

Ernest Mario, Ph.D.
Chairman of the Board

(1) Excludes reimbursed out-qf-pockets of $29,092
and §46,008 for the years ended December 31,
2001 and 2002, respectively. Net revenues
reported in accordance with GAAP, which
includes these reimbursed out-of-pockets,
increased 32 percent from 2001 to 2002.

(2) Excludes impairments of equity investments of
$0 and $33,787 for the years ended December
31,2001 and 2002, respectively, Earnings per
diluted share reported in accordance with GAAP,
which includes these non-cash, non-operating
impairments and related tax benefits, decreased

23 percent from 2001 to 2002

1o Our Shareholders

PPD’s performance in 2002 reflected the company’s goals of operational
focus and financial performance.

Financial Highlights

£ Revenue grew 30%%
2 Earnings per share grew 37%%
r Backlog increased 45%

Our new business authorizations topped one billion dollars and drove our
backlog to $974 million. We believe this is reflective of our market share gain.

Our operating margin improved over 2001 driven by strong performance in
most business units. The balance sheet at December 31, 2002, showed cash
and equivalents of $181 million and only $7 million in long-term debt.

While our share price decreased slightly in 2002, this compared with market
downdrafts of 23% in the S&P 500 Index and 32% in the Nasdag composite.

Strategic and Operational Highlights

During 2002 we drove the business in terms of financial performance as
measured by sales growth, revenue growth, earnings growth and cash flow.
We also began an in-depth review of virtually every operational and support
unit, setting objective parameters for monitoring constant improvement.

PPD has two primary business segments, development services and discovery/
compound partnering. These segments are designed to support our business
mission, which is to help our clients maximize their return on their R&D
investment.

Development

Phase II-IV demand was strong in both the United States and overseas.
The focus on growing oncology was very successful with this segment
representing the largest part of our backlog as of the end of 2002.

Aithough revenues slipped in our bioanalytical lab services, we noted a
lot of positive signs late in the year. Requests for LC/MS analysis of
oligonucleotides increased as did immunochemistry and biomarker services.
The cGMP lab services had another great year, and Phase I clinics finished
2002 on a busy note.

We completed three acquisitions in the development segment in 2002. MRL
International specializes in laboratory measurements used to diagnose and
follow certain metabolic diseases. ProPharma extended our geographic
presence in the Pacific Rim and Asia, and Complete Software Solutions
(CSS) added expertise to our consulting and software service business,
particularly around Oracle Clinical™.




Discovery

Service revenues were down in 2002, but we made progress on refining
our strategy and pushing internal research projects. The chemistry and
preclinical groups continue to make progress on our geranyl geranyl
transferase (GGTase) series, and we expect go/no go data by early second
quarter of 2003.

The expansion and redirection of our Menlo Park, California, genomics lab
progressed nicely. We expect solid information on HIV target validation
and cell surface targets in cancer and inflammation by second quarter
2003. In addition, we filed two grant applications early in 2003 relative to
biodefense issues.

We acquired Piedmont Research Center, a specialty preclinical oncology
facility which we believe will bridge our discovery and development
activities in oncology.

Compound Partnering

PPD continues to build a pipeline of opportunities at various stages of
development. We expect dapoxetine (licensed to ALZA Corporation, now a
part of Johnson & Johnson) to enter Phase III trials in 2003. Implitapide,
an MTPinhibitor licensed from Bayer AG, should enter Phase II trials in
certain types of hypercholesorolemia. We also licensed the right to use
BioDelivery Sciences International’s cochleate technology to deliver one
poorly absorbed drug and one nucleotide-based compound. PPD also
invested in Chemokine Therapeutics, a company that is developing two
series of compounds that could be nearing an IND filing pathway. We are
evaluating additional investment in Chemokine around these compounds.

Moving Forward

While big pharma and biotechnology outsourcing appear solid headed into
2003, we are also encouraged by a large increase in government-sponsored
opportunities. This could provide a new avenue for growth in both the
discovery and development segments.

In 2002 we were privileged to welcome Dr. Marye Anne Fox to our board.
Sheis Chancellor of North Carolina State University and a renowned
chemist, We also report that Mr. Paul Rizzo will not stand for re-election in
2003. We will miss Mr. Rizzo and are grateful for his service to PPD.

We will continue to work hard for our shareholders based on a firm foundation
of operational excellence and financial performance.

Sincerely,
Fred N. Eshelman, Pharm.D. Ernest Mario, Ph.D.

Chief Executive Officer Chairman of the Board




Integrated Services Spanning Discovery Tbrougb Development

" Unprecedented advances in science and technology
continue to drive drug discovery and development,
where the estimatedjaverage cost to develop a new
prescription drug has risen 250 percent in the last
decade. Costs continue to escalate with the growing
complexity of developing a single new drug, while
pharmaceutical and biotechnology companies face
enormous pressures to contain rapidly increasing
research and development
costs, reduce the time to market
and sustain profits through
successful regulatoryifilings.
Likewise, patent expirations,
generic drugs and managed care
also add to these pressures.

These challenges are demanding,

and the race from target identi-

fication through IND submission to market approval
is intensively competitive. As a result, pharmaceutical
and biotechnology campanies are seeking strategies
and technologies for finding drug candidates more
quickly and economically as well as solutions for
reducing development costs and timelines while
maintaining quality outcomes.

With a corporate mission to help clients maximize their
return on research arjd development investments,
PPD has built its business strategy and reputation on
providing high-quality global integrated services from
early drug discovery to post-market support. In 2002,
PPD continued to demonstrate that its attention to
quality, global capabilities and balanced portfolio of
high-growth drug discovery and development services
meet client needs and produce strong financial
results. We focused on enhancing our therapeutic
expertise and services through strategic acquisitions
and investments, advancing our technologies,
expanding capacity and extending our global reach.

qualit)/ never wavers
and underlies all our
services and activities.

We added another dimension to our vertically aligned
oncology program with the acquisition of Piedmont
Research Center. The acquisition of MRL International
brings internationally recognized expertise in studies
on drugs for lipid disorders and metabolic diseases.
ProPharma enhances our ability to provide clients
country-specific expertise in key markets in Asia while
the addition of CSS enables us to offer a broader range
of informatics services and
products to our clients.

Our commitment to

We added, developed and
acquired rights to new tech-
nologies that broadened our
capabilities in both discovery
and development.' For example,
we added automated high
throughput robotics to rapidly
screen for relevant drug targets. To strengthen our
services at our U.S. Phase I clinic, we installed
state-of-the-art cardiac monitoring equipment.

Continuing to build our capacity and infrastructure in
response to client demand, we expanded and renovated
our laboratory space to house existing and new tech-
nologies for our discovery sciences and development
services. In addition, we expanded both our expertise
and geographic reach through acquisitions. We gained
a state-of-the-art cancer research facility in the U.S.
with the acquisition of Piedmont Research Center;
specialty central laboratories in the U.S. and Belgium
with the purchase of MRL International; and offices
in San Francisco, California, Singapore, Hong Kong,
and Taipei, Taiwan with the acquisitions of (SS and
ProPharma. Recognizing the market demand for

trials in Latin America, we added an office in Mexico
and expanded our capabilities in key markets in

South America.




take add1t1onal Phase Iand IL. chmca
implitapide, a drug that has been tes
of atherosclerosis. We also license
Sciences International a drug:
Development of the genitouri a
which we licensed to ALZAin.
to move forward and we &
developmentin 2003.

Our commitment to qualit




fmegmzed Discovery and Deve]opmem Solutions

With an unwavering commitment to quality performance, PPD provides integrated R&D
services with comprehensive expertise to pharmaceutical and biotechnology companies.

DISCOVERY I > DEVELOPMENT

Target Lead Compound
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Tecbno]o(q)/ Innovations and E-Solutions

To expedite the drug discovery and development process for clients, we
continued to develop, acquire and implement a wide range of advanced

technologies and e-solutions that increased efficiencies, generated quality
data outcomes and improved communications. In addition, we continued
to work with colleagues from pharmaceutical, biotechnology and clinical
research organizations toward the development of worldwide standards to
support electronic clinical data management that will drive efficiencies
and decrease time and cost to develop drugs.

Other technology initiatives during 2002 included the following:

E D C o We enhanced our arsenal of discovery technologies by adding gene
redoys Resliies s microarray expression profile analysis, allowing us to rapidly screen
more accurately thousands of gene samples from multiple cell types
to identify targets for further evaluation.
o Ouracquisition of CSS enables us to help our clients accelerate and
improve clinical data management and validation processes through a
full range of implementation, development, training, and validation
and regulatory consulting services. The addition of CSS expanded our
offering of specialized software products, including eLoader, a unique
In Nevemier 2002, PPD jefned tool that automates the loading of external data into Oracle Clinical™,
the Clinfeal Data Interchange and CAVS (Computer Aided Validation System), which streamlines the
Stendards Consertium (CDISC) test development and execution process.
and C@@t@ﬁﬂﬂ@ﬁ(ﬁﬁ n mgﬁ@%@ o Inearly 2002, we launched PPD Patient Profiles, our graphical display
m@@gﬁ@m/W@@gﬁt@ piore technology for drug safety evaluation, to the industry and continued
the processes behind using .

. o our two-year cooperative research and development agreement
electronic data @{MW@A@E@@ in (CRADA) with the FDA, enabling FDA clinical data reviewers to use this
@F@@ development and Eh@, patient data review tool on e-submissions and post-market data. In
challenges of @*@@ﬂ@m@ fis use 2003 we plan to release PPD Patient Profiles v2.1 with multiple
in conducting climtezl trials. EZDC: e . .

h enhanced user capabilities, incorporating FDA and client feedback.
Tedey'’s Realities, Tememow’s
Possibilities featured & panel of key o Launchedin 2001, PPD DirectConnect™ Web portals have grown to

stekeholders discussing hightights
from a recent industry-wide
research project to assess the
environment for e-clinical trials
and data interchange standards.

support more than 750 users across 26 leading industry companies.
PPD DirectConnectis a secure, Web-based clinical project management
technology that supports timely and efficient information flow among
project team members, investigators and others involved in Phase II-IV
clinical studies and cGMP and GLP analytical lab services.




The re-engineering of our data management processes to the Oracle
Web-based clinical data management system was completed in 2002.
We also introduced a Web-based document imaging system to enable
us to scan in paper case report and query forms, and rapidly share the
data globally with all members of a given project team.

Similarly, we began to migrate to a Web-based system enabling us to
track data showing safety parameters of a drug during clinical trials
and post-market.

We developed and installed an in-house laboratory information
management system (LIMS) at our specialty central [aboratories that
interfaces with all instruments and virtually all aspects of operations
to monitor results and create databases for clients.

System enhancements of our interactive voice response system (IVRS),
espedially beneficial for high-volume clinical trials, included development
of an automated validation system that assures quality and accuracy for
the life span of the system.
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www.ppdi.com is a growing source
of information on all aspects of
the company. Average visits in
2002 versus 2001 increased by
8,000 monthly to a total average
of more than 63,000 per month.




Our acguisition of Pledmont
Research Center enables us to
further validate oncology targets
using xenograit models that

link target agtivity with tumer
development.

Researchers at our Menle Park
discovery sclences facility use a
flow eytemetry cell sorter to
select callls of interest, depending
upen the parameters of the
particular researeh.

=
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Acceiemtmg Target Discovezfy
to IND Submission

Driving validated drug targets through preclinical studies to successful IND
applications is the primary goal for drug discovery. According to an industry
source, applying drug discovery techniques and technologies can save
pharmaceutical and biotechnology companies an estimated $300 million in
development costs and two years per drug, representing an overall 35
percent reduction in costs and a 15 percent reduction in time for each drug
ultimately marketed.

In 2002 we continued to incorporate advanced technologies into our service
offerings to assist clients in accelerating the process from early discovery to
IND application submission. To improve target prioritization, we added gene
microarray expression profile analysis to speed our ability to analyze large
guantities of gene samples from different cell types more accurately. We
completed the expansion and renovation of genomics laboratory space in
Menlo Park, California, to house existing and new technologies.

We advanced our proprietary Pharmazyme™ in vitro metabolism technology
by developing a method for synthesizing cytochrome P450 metabolites
using recombinant human cytochrome P450 enzymes. This technology
provides an alternative, less expensive means for producing compounds
that otherwise would be difficult or very costly to produce by conventional
chemical methods.

In 2002 we furthered our preclinical services by adopting a new integrated
approach that combines pharmacology, metabolism, pharmacokinetic and
toxicology expertise, allowing us to provide our clients with prectinical
development plans, consulting and project management for successful
regulatory submissions and global integrated development programs.




Compound Partnerships

Pharmaceutical and biotechnology companies have discovered a number of
therapeutic compounds that have not yet been developed for a variety of
reasons. As part of our mission to help clients maximize the return on their
R&D investment, we seek opportunities to in-license select discoveries,
jointly develop them with a partner and license them out again in
collaborative arrangements that utilize our global development resources.

Under this compound partnering strategy we share the risk with our clients,
helping them evaluate drug candidates earlier in the development cycle
when the investment risk is significantly less than during later phases. We
believe these risk-sharing models provide a significant reduction in cost
and time to market for clients. Qur goalis to create value for our clients
while optimizing the potential for long-term revenue gains for PPD through
the development of intellectual property.

Our existing pipeline of several compounds at different stages of
development verifies the success of our compound partnering strategy. We
expect dapoxetine, the genitourinary compound we licensed to ALZA in
January 2001, to enter Phase ITI development in 2003. In 2002, we
obtained worldwide rights from Bayer AG to undertake additional PhaseI
and II clinical studies on implitapide. MRL International, a division of our
development subsidiary, plans to initially pursue a safe and effective dose
for patients with genetic or inherited forms of high cholesterol.

We gained the rights from BioDelivery Sciences International to a drug
delivery formulation that we can apply to two products, allowing them to
be taken orally instead of by injection.

We improved the value of our
anti-human immunodeficiency
virus (HIV) and anticancer
targets by further prioritizing
and validating the targets.
Holding the rights to these
motecular targets creates options
for us to seek relicensing
opportunities or to further
develop selected targets
ourselves in order to offer lead
compounds or drug candidates
in risk-sharing partnerships.




To enhanee our abiliy to assist clients in compressing
time to market, FPD aligns and integrates s therapeutic
expertse verteally from esrly discovery through clinfeal
development. We previde dedicated cress-functional
therapeutie pregrams, enabling us to offer clients
experience and {nsight on bringing dhelr compound to
market expeditously and cost effectively.

Four of the top five therapeutic areas for PPD in 2002
align with the top four areas of develepment ackivity
fer the industry = encolegy, artiviral/antl-infective,
eardiovasauler and eentral nerveus system = as compiied
by inclustry analysts wihe reviewed drugs under develop-
ment from precinical through awatting marketing
approval. The ffith ameng our top five, endecring/
metabolie, represents & therapeutic area of rapid
grewth. Accerding te inclustry seurces, the glebal statin
mariket alone fs valued at more than $14 bilion and
grewing at & rete of mere than 20 percent.

We continue to strengthen and expand our arsenal of
senvices across our verdeally aligned therapeutic areas.
In 2002, in parteular, we significantly advanced our
capabilides and expertise within the oncelogy and
endocring/metabelic areas.

Furthering our cncelogy pregram, we asguired
Pledment Research Centier, @ caneer research company
that provides high-quality in vive and in vitre leboratery
fresting serviees to develop cancer therapies eficiently
anel cost effectively. The experience and expertise of
this precinfeal st strengthens eur encology program

that spans drug discovary and development

The demand for dinical encelogy programs continued
o grow In 2002, with eur dedicated encology group
epernendng the largest growth of any of our areas.
To meet client demand, we added significant staff
expertise and conducted an increased number of
global studies, including a reguletory presentation
in Chine en behalf of one of our clients.

In the face of rapid growtth within the metabelic and
bpld-related disease market, we gained & urigue pesition
fto meet client needs with the acquisiton of MRL
Intemafenal, wiich prevides specially central lzberatony
serviess for large global clinfeal triels. Spedializing in
highly standardized efficacy and safety testing services,
MRL International now operates as a division of our
development subsieiiary and brings intemationally
recognized experdse in studies on drugs for the trestment
of metabolie, endecrine and cardievaseular diseases. In
2002, MRL Internations| consolidated fits European
operations inte & new 40,000-sguare-foot laberateny
facility and opened a new 7,000-square-foot laboraterny
addition at tts U.S. feclity.

system, we provide analyses of immuncassays to
assess the safiety and effieacy of drugs in
metbolic stueies.

In 2002 we experienced rapid growth Tn the number of
vaeeine trials we conducted, partieularly in the aress of
HIV and biederense, reflecting the fncreased funding
for these two Issues of global and national cencern. We
also completed & number of other vaecine trals induding
severzl large studies, eadh suceesstully enrolling from
2,000 fo 4,500 subjects apprexmately two months
earlier than contracted.




We submitted eur first commeon
technical document (CTD) for ene
of our difents in 2002. CTD is the
new format for new drug spplica-
tens adopted by the ang
Drug Administration, the
Europesn Medicnes Bvalvation
Agency and Japanese authenes,
winich enables the same applica-
{Hon te be submitied to all three
agencies with the exception of
fthe required regional- or country-
speciic information.

PPD A]_ignment with lndustry Priorities in 2002

Therapeutic Specialization

Active Projects

Regulatory Filings and
Presentations to Regulatory
Authorities

Antiviral / Anti-infective

142 active protocols
8,411 sites
87,535 patients

Four CTAs®
One presentation

Cardiopulmonary Disease

96 active protocols
6,509 sites
82,816 patients

Central Nervous System / 164 active protocols One IND?
Analgesia / Anti-inflammatory 4,834 sites Two (TAs
39,076 patients One MAA®
Five presentations
Endocrine / Metabolic Disease 98 active protocols Five CTAs
2,438 sites
42,702 patients
Oncology / Hematology / 168 active protocols Three INDs
Immunology 4,327 sites 43 CTAs
485,291 patients One MAA
One CTD*

Three orphan drug applications
One presentation

(1) Clemtes] irial applications (2) Invetigational new drg epplicsiion
(3) Merkering ewtherisaion application (4) Common technieal document

13




inhelation services, we use
robofies tto efficiently and
aceurately perform spray content
unifermity tests of aqueeus nasal
spray progudts.

In 2002, Blegen, Inc. selected
our medical communications
division tto serve as part of its
pseriasis suppert program for s
new drug, AMEVIVE® (alefacept).
Blogen selected us for our ability
fto provide seamless high-quality,
cost-eiective medical information
services for healtheare
professionals and ongeing treat-
ment and adherence support
services for patients.

Global Provider of Integrated

Deve]apmem Solutions

Facing increasing economic and competitive pressures, pharmaceutical and
biotechnology companies are increasing their R&D spend at double-digit
rates, according to some industry experts. To meet these growing client
demands, we extended our global reach, expanded our capacity and
enhanced our capabilities.

Through both acquisition and organic growth, we extended our global
reach. To expand our ability in key Asian markets, we acquired ProPharma,
an Asian-based CRO. The acquisition provided extensive networks for
clinical trials in Singapore; Hong Kong; Taipei, Taiwan; Bombay, India; and
Beijing, China. To meet growing client needs for clinical studies in Latin
America, we grew our staff and our capabilities in key markets, including
Argentina and Brazil, and added an office in Mexico.

We expanded our stability storage capacity at our cGMP product analysis
laboratory in Middleton, Wisconsin, with the addition of seven walk-in
chambers. We enhanced our capabilities with the installation of automated
and other advanced technologies for our growing inhalation services. In
addition, we furthered our macromolecule testing capabilities to meet the
needs of our biotechnology clients.

We completed the expansion of our GLP bioanalytical taboratory in
Richmond, Virginia, increasing space for R&D and sample receipt as well as
sample storage to provide long-term storage capability to meet our client
needs. We implemented an automated bioanalysis sample preparation
system, which is expected to significantly reduce project completion time.




We also successfully converted our gas chromatography/mass spectrometry
(GC/MS) steroidal methods equipment to liquid chromatography/mass
spectrometry (LC/MS) equipment to provide cost savings and to comply
with future regulatory guidelines. '

To streamline operations, we consolidated our U.S. Phase I clinical business
into our Austin, Texas, clinic, one of the largest in the U.S. We also installed
equipment that enables us to record and monitor the effect of drugs on the

electrocardiograms (ECG) of study volunteers to meet an expected increase

in demand for ECG intensive studies resulting from new guidelines affecting
clinical trials.

Supporting more than 125 compounds in virtually every therapeutic category,
our medical communications division expanded its capabilities to be able to
provide multinational medical and drug information, post-market safety
surveillance and medical writing services. We expanded our post-market
safety surveillance services and now offer additional capabilities in biomedical
literature surveillance and periodic safety reports.

We conducted market research in 2002 to determine the later phase needs of
our pharmaceutical and biotechnology clients, and as a result we are rolling
out a new integrated portfolio of services from our market development
group in first quarter 2003. Combining advanced technologies and expertise
n clinical conduct, marketing and health outcomes solutions, these global
services include late-stage ctinical trials, medical communications, health
outcomes and consumer health programs.

Lt
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Qur Phase I telemetry system
provides clients with superior
technology for cardiac monitoring
during clinical trials, recording
the £CG wave forms of study
volunteers and generating
specialized cardiac reports
tailored to client needs. Fully
integrated with our Oracle®
database, this system is aligned
with our ongoing electronic data
capture initiatives.




The Quality Performance Difference™

Continuing its industry-recognized commitment to quality, PPD initiated
a series of in-depth internal assessments within every department to
identify opportunities for improvement in 2002. Founded on a philosophy
that there is always room to improve, this internal review of both revenue-
and non-revenue-generating departments is continuing in 2003, producing
deliverables for quality improvement across the company worldwide.
Highlights of other quality initiatives in 2002 included the following:

O As part of a company-wide initiative, we completed the first of
a series of online case studies in late 2002 for rollout in
early 2003. The series is designed to help employees
learn from each other by presenting case studies
based on lessons learned, high-performing
teams and behaviors that improve company
performance as a whole.

Quality
standards that
exeeed ICH
guieelines

Departmental @C,
corporate @A

D As part of our ongoing commitment to
continuing education for our employees,
we developed workshops to foster

/ The an]it)/

. Performance | advanced knowledge and skills in areas
\ Dzﬁerence / key to driving efficiencies, communica-
' v tions and quality performance.
o Weintroduced an enhanced Clinical Foundation
gggﬁ%@gg @©?ggm%&?m@£§ﬂm Program, our comprehensive training program
trend analysis | validetion that uses mock trials, exercises and simulations
System Processes to provide clinical monitors, project managers and

research assistants intensive study and practice in the
skills required for clinical trial monitoring.

O We developed and implemented a new automated validation utility
software for biostatistical analysis of clinical data, allowing us to meet

In response to.client ) . o ; )
project-specific validation requirements more efficiently and accurately.

. demand, we now license our
portfolio of clinical training | o Inourbioanalytical [abs, we created and validated an automated system
programs and products. f to further our ability to consistently track and document equipment
Depending upon their needs, ] maintenance and calibration in a timely manner.

clients may license entire :

training programs or individual | O InEurope, we enhanced our biostatistics and data management
courses devetoped by PPD. : training programs, including adding more than 50 modules ranging
' from technical training to personal development and a new formal
competency review program to ensure consistent high quatity.




Selected Consolidated Financial Data

in thousands, except per share data

The following table represents selected historical consolidated financial data. The statement of operations data for
the years ended December 31, 2000, 2001 and 2002 and balance sheet data at December 31, 2001 and 2002 are
derived from our audited consolidated financial statements included elsewhere in this report. The statement of
operations data for each of the years ended December 31, 1998 and 1999, and the balance sheet data at December
31, 1998, 1999 and 2000 are derived from audited consolidated financial statements notincluded in this report.
The historical results are not necessarily indicative of the operating results to be expected in the future. The selected
financial data should be read together with “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” and our financial statements and notes to the financial statements.

Years Ended December 31,

1998 1999 2000 2001 2002
Net revenues $ 263,118 § 328,414 $ 372,650 $ 460,633 $ 608,657
Operating expenses 237,495 291,488 329,103 388,041 500,212
Merger costs, and acquired in-process
research and development costs 3,163 218 - - =
240,658 291,706 329,103 388,041 500,212
Income from operations 22,460 36,708 43,547 72,592 108,445
Impairment of equity investments - - - - (33,787)
Otherincome, net 3,588 4,337 7,284 5,414 3,089
Income from continuing operations
before provision for income taxes 26,048 41,045 50,831 78,006 78,647
Provision for income taxes 9,448 12,154 18,521 28,747 38,645
Income from continuing operations before equity
in net loss of investee 16,600 28,891 32,310 49,259 40,002
Equityin net loss of investee, net of income taxes - - - 92 105
Net income from continuing operations 16,600 28,891 32,310 49,167 39,897
Income (loss) from operations of discontinued
environmental sciences segment, net 4,614 (395) - - -
Net income $ 21,214 $ 28,496 $ 32,310 $ 49,167 $ 39,897
Income from continuing operations
per share:
Basic $ 035 % 059 % 065 % 095 $ 0.73
Diluted $ 0.34 $ 0.58 $ 0.64 % 0.94 § 0.72

- Income (loss) from discontinued operations
per common share:
Basic $ 010 $ (0.01) % -3 $
Diluted $ 010 $ (0.01) % - 3 - $ -




Years Ended December 31,
1998 1999 2000 2001 2002
Net income per common share:
Basic $ 044 $§ 058 % 065 $ 095 § 073
Diluted $ 044 $ 057 $ 064 $ 094 5 072
Weighted average number of common shares
outstanding:
Basic 47,982 49,132 49,930 51,689 54,710
Dilutive effect of stock options 338 574 424 805 633
Diluted 48,320 49,706 50,354 52,494 55,343
As of December 31,
1998 1999 2000 2001 2002
Consolidated Balance Sheet Data:
Cash and cash equivalents $ 34,821 $ 61,251 $ 76,411 §$ 143,173 $ 181,224
Working capital @/ 93,309 104,973 106,903 152,829 187,696
Total assets 243,329 288,703 344,915 465,400 692,120
Long-term debt 224 359 1,353 1,871 6,649
Long-term debt, including current portion 5,656 570 1,967 3,074 8,406
Shareholders’ equity 158,769 192,464 233,943 302,635 440,337

(1) The discontinued operations include the environmental sciences group sold in January 1999. All prior periods have been restated to reclassify the results of operations of
the environmental sciences group to discontinued operations.

(2) Working capital is calculated as current assets minus current liabilities.

Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis is provided to increase understanding of, and should be read in conjunction
with, the consolidated financial statements and accompanying notes. In this discussion, the words “PPD,” “we,”
“our” and “us” refer to Pharmaceutical Product Development, Inc., together with its subsidiaries where appropniate.

FORWARD=LOOKING STATEMENTS

This Form 10-K contains forward-looking statements within the meaning of the federal securities laws. These state-
ments relate to future events or our future financial performance. Forward-looking statements include statements
concerning plans, objectives, goals, strategies, future events or performances, expectations, predictions, assump-
tions and other statements that are not statements of historical facts. In some cases, you can identify forward-look-
ing statements by terminology such as “might,” “will,” “should,” “expect,” “plan,” “anticipate,” “believe,” “esti-
mate,” “predict,” “intend,” “potential” or “continue,” or the negative of these terms, or other comparable terminol-
ogy. These statements are only predictions. These statements rely on a number of assumptions and estimates which
could be inaccurate and which are subject to risks and uncertainties. Actual events or results might differ materially
due to a number of factors, including those listed in “Potential Volatility of Quarterly Operating Results and Stock
Price” and in “Part I Item 1. Business — Factors that Might Affect our Business or Stock Price.” Although we believe
that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future
results, levels of activity, performance or achievements. We generally undertake no obligation to update publicly
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any forward-looking statements for any reason, even if new information becomes available or other events occurin
the future.

ACQUISITIONS

In February 2002, PPD acquired 100% of the outstanding common stock of Medical Research Laboratories
International, Inc. ("MRL U.S.”) and Medical Research Laboratories Internationatl, BVBA (“MRL Belgium”), collec-
tively, “MRL.” MRL is part of the Development Group of PPD. MRL U.S. operates a central laboratory near Cincinnati,
Ohio, and MRL Belgium operates a central laboratory in Brussels, Belgium. MRL provides highly standardized effica-
cy and safety testing services for pharmaceutical companies engaged in clinical drug development. PPD acquired
MRL for total consideration of $113.1 million, including $39.0 million in cash, $73.5 million in PPD’s common stock
(approximately 2.6 million unregistered shares) and direct acquisition costs of $0.6 million for legal, appraisat and
accounting fees.

In April 2002, PPD acquired Piedmont Research Center II, Inc., or PRC, a cancer research laboratory based in
Morrisville, North Carolina that performs preclinical evaluations of anti-cancer therapies. The research facility serves
national and international pharmaceutical and biotechnology companies. PRC is part of the Discovery Sciences
Group of PPD. PPD acquired PRC for total consideration of $19.6 million, including $2.4 millionin cash, $17.1 mil-
lion in PPD’s common stock (0.5 million unregistered shares) and direct acquisition costs of $0.1 million for legal
and accounting fees.

In June 2002, PPD acquired Complete Software Solutions, Inc., or CSS, a technical consulting firm offering a full
range of implementation, validation and training services as well as specialized software for pharmaceutical and
biotechnology industries. CSS is part of the Development Group of PPD. PPD acquired CSS for total consideration of
$16.8 million in cash.

In June 2002, PPD acquired ProPharma Pte Ltd., an Asian-based ctinical research organization with extensive expe-
rience in managing pan-Asian clinical trials. ProPharma is part of the Development Group of PPD. PPD acquired
ProPharma for total consideration of $3.0 million in cash. In addition, PPD agreed to pay up to $1.4 million as addi-
tional purchase price, depending upon the financial performance of ProPharma for a specified period following the
acquisition.

These acquisitions were accounted for using the purchase method, utilizing appropriate fair vatue techniques to
allocate the purchase price based on the estimated fair values of the assets and liabilities. Accordingly, the estimat-
ed fair value of assets acquired and liabilities assumed were included in PPD’s consolidated balance sheet as of the
effective date of the acquisitions. The results of operations are included in PPD’s consolidated results of operations
as of and since the effective dates of the acquisitions. There were no significant differences between the accounting
policies of PPD or any of the companies acquired in these acquisitions. For further details regarding these acquisi-
tions, see Note 2 of Notes to Consolidated Financial Statements.

RESULTS OF OPERATIONS

We recognize revenues from fixed-price contracts on a proportional performance basis in our Development Group.
To measure the performance, we compare actual direct costs incurred to estimated total contract direct costs, which
is the best indicator of the performance of the contract obligations as the costs relate to the labor hours incurred to
perform the service. We recognize revenues from time-and-materials contracts as hours are incurred, multiplied by
the billable rates for each contractin both our Development Group and Discovery Sciences Group. For our Phase 1
and laboratory businesses, we also recognize revenues from unitized contracts as subjects or samples are tested,
multiplied by the price of each.

In connection with the management of multi-site clinical trials, we pay on behalf of our customers fees to investiga-
tors and test subjects, and other out-of-pocket costs, such as travel, printing, meetings, couriers, etc., for which we
are reimbursed at cost. Effective January 1, 2002, in connection with the required implementation of EITF 01-14,
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amounts paid by us as a principal for out-of-pocket costs are now included in direct costs, while the reimbursements
we receive as a principal are reported as reimbursed out-of-pocket revenues in the income statement. We plan to
continue to net revenue and expense in the income statement from fees and associated reimbursements that we
receive as an agent. Prior year amounts have been reclassified to conform with current year presentation.

Most contracts are terminable either immediately or after a specified period following notice by the client. These
contracts typically require payment to us of expenses to wind down a study, payment to us of fees earned to date,
and in some cases, a termination fee or some portion of the fees or profit that we could have earned under the con-
tract if it had not been terminated early.

Discovery Sciences Group revenues also include nonrefundable technology license fees and milestone payments.
The nonrefundable license fees are generally up-front payments for the initial license of and access to our technolo-
gy. For nonrefundable license fees received at the initiation of license agreements for which we have an ongoing
research and development commitment, we defer these fees and recognize them ratably over the period of the
related research and development. For nonrefundable license fees received under license agreements where our
continued performance of future research and development services is not required, we recognize revenue upon
delivery of the technology. In addition to license fees, our Discovery Sciences Group also generates revenue from
time to time in the form of milestone payments. Milestone payments are only received and recognized as revenues if
the specified milestone is achieved and accepted by the customer and continued performance of future research and
development services related to that milestone are not required. Although these payments are typically lower than
up-front license fees, these payments can be significant because they are triggered as a result of achieving specified
scientific milestones. We receive milestone payments in connection with sublicensing of compounds and in associa-
tion with our target validation work.

We record our recurring operating expenses among five categories:
e direct costs;

® research and development;

e selling, general and administrative;

* depreciation; and

e amortization.

Direct costs consist of appropriate amounts necessary to carry out the revenue and earnings process, and include
direct labor and related benefit charges, other costs directly related to contracts, an allocation of facility and infor-
mation technology costs, and reimbursable out-of-pocket expenses. Direct costs, as a percentage of net revenues,
tend to and are expected to fluctuate from one period to another as a result of changes in labor utilization and the
mix of service offerings involved in the hundreds of studies conducted during any period of time.

Research and development, or R&D, expenses consist primarily of labor and related benefit charges associated with
personnel performing internal research and development work, supplies associated with this work and an allocation
of facility and information technology costs.

Selling, general and administrative, or SG&A, expenses consist primarily of administrative payroll and related bene-
fit charges, sales, advertising and promotional expenses, recruiting and relocation expenses, administrative travel,
an allocation of facility and information technology costs and costs related to professionals working in an indirect
capacity.

Depreciation expenses consist of depreciation costs recorded on a straight-line method, based on estimated useful
lives of 40 to 50 years for buildings, five years for laboratory equipment, three years for computers and related
equipment and four to ten years for furniture and equipment, except for our airplane, which we are depreciating
over 30 years. Leasehold improvements are depreciated over the shorter of the respective lives of the leases or the




useful lives of the improvements. Property under capital leases is depreciated over the life of the lease or the service
life, whichever is shorter.

Amortization expenses consist of amortization costs recorded on intangible assets on a straight-line method over
the life of the intangible assets. The excess of the purchase price of a business acquired over the fair value of net
tangible assets, identifiable intangible assets and acquired in-process research and development costs at the date
of the acquisition has been assigned to goodwill. Goodwill was being amortized over periods of 10 to 25 years prior
toJanuary 1, 2002. In July 2001, the FASB issued Statement of Financial Accounting Standards No. 142, “Goodwill
and Other Intangible Assets,” or SFAS No. 142. We adopted SFAS No. 142 as of January 1, 2002 and no longer amor-
tize goodwill. The provisions of this accounting standard also require the completion of a transitional impairment
test within six months of adoption. We completed the transitional impairment test as of January 1, 2002 and the
annualimpairment test as of October 1, 2002 and did not identify any impairments of goodwill. These tests involved
determining the fair market value of each of the reporting units with which the goodwill was associated and com-
paring the estimated fair market value of each of the reporting units with its carrying amount. Amortization expense
related to goodwill for 2001 was $0.9 million.

The following tables set forth amounts for certain items in our consolidated financial statements expressed as a per-
centage of net revenue, before reimbursed out-of-packets, from continuing operations and the percentage changes
in dollar amounts of certain items compared with the prior period. The following tables exclude revenue and costs
related to reimbursable out-of-pocket expenses because they are not generated by the services we provide, do not
yield any gross profit to us, and do not have any impact on our netincome. Thus, we believe this information is use-
ful to our investors because it presents the revenue and expenses that are directly attributable to the services we
provide to our clients and provides a more accurate picture of our operations results and margins.

Percentage of Net Revenue, before reimbursed out-of-pockets, from continuing operations
dollars in thousands

For the Years Ended December 31,

2000 2001 2002
Amount % Amount % Amount %
Net revenue: '
Development $ 330,516  95.7% $ 403,701 93.5% $ 545,139 96.9%
Discovery sciences 14,802 4.3 27,840 6.5 17,510 3.1

345,318 100.0 431,541 100.0 562,649 100.0
Direct costs: (¥

Development 166,586  48.3 196,078  45.5 201,169 46.5
Discovery sciences 5,978 1.7 11,794 2.7 7,831 1.4
172,564  50.0 207,872  48.2 269,000 47.8
Research and development expenses 2,791 0.8 4,422 1.0 10,540 1.9
Selling, general and administrative expenses 109,183  31.6 126,391  29.3 150,433 26.7
Depreciation 16,291 4.7 19,200 4.5 23,189 4.1
Amortization 942 0.3 1,064 0.2 1,042 0.2
Operating income $ 43,547 12.6% $ 72,592 16.8% $ 108,445 19.3%
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Percentage Change For the Years Ended December 31,

2001 vs. 2000 2002 vs. 2001

Net revenue: (¥

Development 22.1% 33.0%

Discovery sciences 88.1 (37.1)

Total net revenue 25.0 30.4

Direct costs:

Development 17.7 33.2

Discovery sciences 97.3 (33.6)
Research and development expenses 58.4 138.4
Selling, general and administrative expenses 15.8 19.0
Depreciation 17.9 20.8
Amortization 13.0 (2.1)

(1} Does not include reimbursed out-of-pockets and reimbursable out-of-pocket expenses. GAAP is defined as generally accepted accounting principles in the United States.

Reconciliation of Non-GAAP rumbers

For the Years Ended December 31,

2000 2001 2002
Total net revenue per statement of operations $372,650 $460,633 $608,657
Less: reimbursed out-of-pockets 27,332 29,092 46,008
Total net revenue per schedule above $345,318 $431,541 $562,649
Total direct costs per statement of operations $199,896 $236,964 $315,008
Less: reimbursable out-of-pocket expenses 27,332 29,092 46,008
Total direct costs per schedule above $172,564 $207,872 $269,000

YEAR ENDED DECEMBER 31, 2002 VERSUS YEAR ENDED DECEMBER 31, 2001

Net revenue increased $148.0 million in 2002, or 32.1%, to $608.7 miltion from $460.6 million for 2001. Net rev-
enue, before reimbursed out-of-pockets, increased $131.1 million in 2002, or 30.4%, to $562.6 million from net
revenue, before reimbursed out-of-pockets, of $431.5 million for 2001. The Development Group’s operations
accounted for 6.9% of net revenue for 2002. The Development Group generated net revenue of $545.1 million, an
increase of $141.4 million, or 35.0%, from 2001. The increase in the Development Group's net revenue was primari-
ly attributable to an increase in the size and number of contracts in the global contract research organization, or
CRO, Phase IT through IV services. In addition, acquisitions in the Development Group completed during 2002 con-
tributed net revenue of $49.4 million for 2002.

The Discovery Sciences Group generated net revenue of $17.5 million in 2002, a decrease of $10.3 million, or
37.1%, from 2001. The higher 2001 Discovery Sciences’ net revenue was primarily attributable to a milestone pay-
ment generated in the first quarter of 2001 from sublicensing the compound dapoxetine to ALZA Corporation, now a
part of Johnson & Johnson.




Total direct costs increased 32.9% to $315.0 million in 2002 from $237.0 million in 2001. Total direct costs, exclud-
ing reimbursable out-of-pocket expenses, increased 29.4% to $269.0 million in 2002 from $207.9 million in 2001,
and decreased slightly as a percentage of net revenue to 47.8% in 2002 from 48.2% for 2001. Development Group
direct costs increased to $261.2 million in 2002 as compared to $196.1 million for 2001. This increase resulted pri-
marily from increased personnel costs due to the increase in the size and number of contracts in the global CRO
Phase II through IV services and the direct costs associated with acquisitions completed during 2002. Development
Group direct costs decreased as a percentage of related net revenue from 48.6% in 2001 to 47.9% in 2002. This
decrease was principally due to the mix of levels of personnelinvolved in the contracts performed, variations in the
utilization of personnel and the mix of contracts being performed during each period. Discovery Sciences direct
costs decreased to $7.8 million in 2002 as compared to $11.8 million for 2001. The higher 2001 Discovery Sciences
direct costs were primarily due to the costs associated with sublicensing dapoxetine to ALZA in the first quarter of
2001.

R&D expenses increased 138.4% to $10.5 million in 2002 from $4.4 million in 2001. This increase was primarily
attributable to anincrease in spending on R&D in the Discovery Sciences Group to develop intellectual property. As
of the end of 2002, the Discovery Sciences Group had almost doubled the number of employees working on internal
R&D projects as compared to the end of 2001. We expect internal R&D spending to continue to increase in both tar-
get validation and the chemistry GGTase programs.

SG&A expenses increased 19.0% to $150.4 million in 2002 from $126.4 million in 2001. The increase was primarily
attributable to additional administrative personnel costs and an increase in recruiting, travel and training costs
associated with new operational employees hired to support our expanding operations. As a percentage of net rev-
enue, excluding reimbursed out-of-pockets, SG&A expenses decreased to 26.7% in 2002 from 29.3% for 2001. This
decrease is primarily attributable to the increase in revenue, and to a smaller extent, to increased efficiencies as our
operations expand.

Depreciation expense increased $4.0 million, or 20.8%, to $23.2 million in 2002 from $19.2 million in 2001. The
increase was related to the depreciation of the increased investment in property and equipment due primarily to our
growth. Capital expenditures were $36.5 million in 2002, The majority of our capital investment in 2002 was due to
additional facility and equipment costs to increase laboratory capacity, costs to enhance and expand our informa-
tion technology capacity, and computer software and hardware for new employees.

Amortization expense was $1.1 million in 2001 and $1.0 million in 2002. During 2002, amortization of backlog
associated with the acquisition of MRL accounted for $0.9 million of the amortization expense. During 2001, amor-
tization of goodwill accounted for $0.9 million of the amortization expense. We adopted SFAS No. 142 as of January
1, 2002 and no longer amortize goodwill in our financial statements. See Note 5 of Notes to Consolidated Financial
Statements for a more detailed discussion of SFAS No. 142.

Operating income increased $35.9 million to $108.4 million in 2002, as compared to $72.6 million in 2001. As a
percentage of net revenue, excluding reimbursed out-of-pockets, operating income increased to 19.3% of net rev-
enue in 2002 from 16.8% in 2001. This increase was primarily due to our revenue growth and our focus on control-
ling the increase in both direct and administrative costs.

During the first quarter of 2002, we recorded a $32.0 million write-down of the carrying value of our investmentin
DNA Sciences, Inc., for an other than temporary decline in value. Qur investment in DNA Sciences was deemed to be
impaired as a result of historical and projected performance, cash needs and an independent valuation of the mar-
ket value of DNA Sciences. During the fourth quarter of 2002, we recorded an impairment of equity investment of
$1.8 million to write down the carrying value of our investments in Gallery Systems, Inc. (formerly Digital Arts and
Sciences Corporation), and IntraBiotics Pharmaceuticals, Inc., for an other than temporary decline in value.

Our provision forincome taxes increased $9.9 million, or 34.4%, to $38.6 million in 2002, as compared to $28.7
million in 2001. We recorded a net tax benefit of $2.3 million and a deferred tax valuation allowance of $11.2 mil-
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lion associated with the $33.8 million impairment of equity investments. This valuation allowance was recorded due
to the uncertainty of utilizing the capital loss benefit prior to the expiration of the loss carryforward period. Our
effective income tax rate, excluding this $2.3 million tax benefit and the related impairment expense of $33.8 mil-
lion, remained constant at approximately 36.5%.

Net income of $39.9 million in 2002 represents a decrease of $9.3 million from $49.2 million in 2001. This includes
$33.8 million of impairment of equity investments and $2.3 million related to tax benefit. Net income per diluted
share of $0.72 in 2002 represents a decrease from $0.94 in net income per diluted share in 2001. Net income per
diluted share of $0.72 in 2002 includes a loss of $0.57 related to the impairment of equity investments and the tax
benefit associated with this write-down.

YEAR ENDED DECEMBER 31, 2001 VERSUS YEAR ENDED DECEMBER 31, 2000

Net revenue increased $87.9 million in 2001, or 23.6%, to $460.6 million from $372.7 million for 2000. Net rev-
enue, before reimbursed out-of-pockets, increased $86.2 million in 2001, or 25.0%, to $431.5 million from net rev-
enue, before reimbursed out-of-pockats, of $345.3 million in 2000. The Development Group’s operations accounted
for 93.5% of net revenue for 2001. The Development Group generated net revenue of $403.7 million, an increase of
$73.2 million, or 22.1%, from 2000. The increase in the Development Group’s net revenue was primarily attributable
to anincrease in the size, scope and number of contracts in the global CRO Phase II through IV services, as well as
the increase in the number of contracts in the North America laboratory services.

The Discovery Sciences Group generated net revenue of $27.8 million in 2001, an increase of $13.0 million, or
88.1%, from 2000. The growth in the Discovery Sciences’ operations was primarily attributable to revenue generat-
ed from sublicensing the compound dapoxetine to ALZA Corporation in the first quarter of 2001 and the payments
from Eli Lilly and Company in 2001 for relinquishing our rights to all compounds other than dapoxetine licensed by
usin 1998.

Total direct costs increased 18.5% to $237.0 million in 2001 from $199.9 million in 2000. Total direct costs, exclud-
ing reimbursable out-of-pocket expenses, increased 20.5% to $207.9 million in 2001 from $172.6 million for 2000
and decreased as a percentage of net revenue to 48.2% in 2001 as compared to 50.0% in 2000. The Development
Group’s direct costs increased to $196.1 million in 2001 as compared to $166.6 million in 2000. This increase result-
ed primarily from increased personnel costs due to the increase in the size and number of contracts in the global
CRO Phase I through IV services. The Development Group’s direct costs decreased as a percentage of related net
revenue to 48.6% in 2001 from 50.4% in 2000. This decrease is principally due to the mix of levels of personnel
involved in the contracts performed, variations in the utilization of personnel and the mix of contracts being per-
formed during each period. Discovery Sciences’ direct costs increased to $11.8 million in 2001 as compared to $6.0
million in 2000. This increase was primarily due to the costs associated with sublicensing dapoxetine and the
increase in the functional genomics services’ direct costs associated with its increased FTE revenue.

R&D expenses increased 58.4% to $4.4 million in 2001 from $2.8 million in 2000. This increase was primarily due to
the increase in spending on R&D in the Discovery Sciences Group. As of the end of 2001, the Discovery Sciences
Group had more than double the number of employees working on R&D as compared to the end of 2000.

SG&A expenses increased 15.8% to $126.4 million in 2001 from $109.2 million in 2000. The increase was primarily

attributable to additional administrative personnel costs and an increase in recruiting and training costs associated
with new hires to support our expanding operations. As a percentage of net revenue, excluding reimbursed out-of-

pockets, SG&A expenses decreased to 29.3% in 2001 from 31.6% in 2000. This decrease is primarily attributable to

the increase in revenue and, to a smaller extent, to increased efficiencies as our operations expand.

Depreciation expense increased $2.9 million, or 17.9%, to $19.2 million in 2001 from $16.3 million in 2000. The
increase was related to the depreciation on the increased investment in property and equipment due primarily to
our growth. Capital expenditures were $41.9 million in 2001 as compared to $21.5 million in 2000. The majority of
our capital investment in 2001 was for the acquisition of a new airplane to replace our previous plane, which was



more than 27 years old, additional facility costs related to our laboratories to increase capacity, additional software
licenses related to our increase in headcount and additional scientific equipment in our laboratories.

Amortization expense remained relatively consistent at approximately $1.1 million in 2001 as compared to $0.9
million for 2000. During 2001 and 2000, amortization of goodwill accounted for $0.9 million of the amortization
expense.

Operating income increased $29.1 million to $72.6 million in 2001, as compared to $43.5 million in 2000. As a per-
centage of net revenue, excluding reimbursed out-of-pockets, operating income increased to 16.8% of net revenue
in 2001 from 12.6% in 2000. This increase was primarily due to our revenue growth and our focus on controlling the
increase in both direct and administrative costs.

Our provision for income taxes increased $10.2 million, or 55.2%, to $28.7 million in 2001, as compared to $18.5
million in 2000. Our effective income tax rate increased to 36.9% in 2001 from 36.4% in 2000. Because we conduct
operations on a global basis, our effective tax rate has and will continue to depend upon the geographic distribu-
tion of our pretax earnings among locations with varying tax rates. In particular, as the geographic mix of our pre-
tax earnings among various tax jurisdictions changes, our effective tax rate might vary from period to period.

In October 2001, we made an investment in Apothogen, Inc. Given the involvement of the Chairman of our Board of
Directors and our Chief Executive Officer in Apothogen, we were accounting for our investment in Apothogen under
the equity method of accounting. Equity in net loss of investee, net of income taxes, was $0.1 million for 2001. In
April 2002, Apothogen was acquired by IntraBiotics Pharmaceuticals, Inc., and we received IntraBiotics common
stock in exchange for our stock in Apothogen. The investment in IntraBiotics no longer qualifies for equity method
accounting.

Net income of $49.2 million in 2001 represents an increase of $16.9 million over $32.3 million in 2000. Netincome
per diluted share of $0.94 in 2001 represents an increase from $0.64 in net income per diluted share in 2000.

LIQUIDITY AND CAPITAL RESOURCES

As of December 31, 2002, we had $181.2 million of cash and cash equivalents on hand. Our expected primary cash
needs on both a short-and long-term basis are for capital expenditures, expansion of services, possible acquisi-
tions, geographic expansion, working capital and other general corporate purposes. We have historically funded our
operations and growth, including acquisitions, with cash flow from operations, borrowings and sales of our stock.
We are exposed to changes in interest rates on cash equivalents and amounts outstanding under notes payable,
notes receivable and lines of credit. Our cash and cash equivalents are invested in financial instruments that are
rated A or better by Standard & Poor’s or Moody's and earn interest at market rates.

In 2002, our operating activities provided $105.8 million in cash as compared to $101.3 million last year. The
increase in cash flow from operations is primarily due to an increase in our net revenues, an increase in operating
margins as a percentage of net revenues and our effort to control accounts receivable. In 2002, net income of $39.9
million, impairment of equity investments of $33.8 million, depreciation and amortization of $24.2 million and a
netincrease of $8.8 million in net operating assets and liabilities were partially offset by the $1.6 million decrease
in deferred income taxes.

In 2002, our investing activities used $78.8 million in cash. The net cash used for acquisitions of $50.6 miltion, pur-
chases of investments of $8.8 million and capital expenditures of $36.5 million were partially offset by $17.0 million
received from the repayment of notes receivable.

In 2002, our financing activities provided $6.1 million in cash, as net proceeds from stock option exercises and pur-
chases under our employee stock purchase plan totaling $7.5 million and proceeds from tong-term debt of $1.5 mil-
lion were partially offset by $2.9 million in repayments of capital lease obligations.
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Working capital as of December 31, 2002 was $187.7 million, compared to $152.8 million at December 31, 2001.
The increase in working capital was due primarily to the increase in accounts receivable and unbilled services, net,
of $59.2 million and the increase in cash of $38.1 million which were partially offset by the increase in unearned
income of $32.2 million, the increase in payables to investigators of $12.7 million and the increase in other accrued
expenses of $19.1 million. The number of days’ revenue outstanding in accounts receivable and unbilled services,
net of unearned income, also known as DSO, were 35.4 and 43.0 days as of December 31, 2002 and December 31,
2001, respectively. This improvement is a result of a focused effort by management on improving the accounts
receivable collection process along with temporary improved terms regarding investigator fee down payments. We
expect DSO in the future will fluctuate depending on the mix of contracts performed within a quarter and our suc-
cess in collecting receivables.

We maintain a defined benefit pensian plan for certain employees and former employees in the United Kingdom.
The projected benefit obligation for the benefit plan at December 31, 2002 and December 31, 2001, as determined
in accordance with SFAS No. 87, “Employers Accounting for Pensions,” was $19.8 million and $14.8 million, respec-
tively, and the value of the plan assets was $13.3 million and $14.2 million, respectively. As a result, the plan was
under-funded by $6.5 million at December 31, 2002 and by $0.6 million at December 31, 2001. Due to the declinein
the fair market value of the plan asset, it is likely that the amount of our contributions to the plan will increase from
the $1.0 million of contributions made in 2002. In addition, we expect the pension cost to be recognized in the
financial statements will decrease from the $1.3 million recognized in 2002 to approximately $1.2 million in 2003.

The expense to be recognized in future periods could increase further, depending upon the amount of the change in
fair market value of the plan assets and the change in the projected benefit obligation.

The decrease in the market value of plan assets is likely to cause the amount of the under-funded status to increase.
Though we have not yet determined the exact amount of such under-funding, after completion of the actuarial valu-
ations in 2003 we could be required to record an additional reduction to shareholders’ equity. We recorded a reduc-
tion to shareholders” equity in 2002 of $5.5 million. However, we do not believe the under-funded status of the
pension plan will materially affect our results of operations, financial position or cash flows. Moreover, given the
impact that the discount rate and stock market performance have on the projected benefit obligation and market
value of plan assets, future changes in either one of these may significantly reduce or increase the amount of our
pension plan under-funding.

In June 2002, we amended our revolving credit facility for $50.0 million from Wachovia Bank, N.A., formerly known
as First Union National Bank. The purpose of the amendment was to extend the expiration date. Indebtedness under
the facility is unsecured and subject to traditional covenants relating to financial ratios. Borrowings under this cred-
it facility are available to provide working capital and for general corporate purposes. As of December 31, 2002,
there was no amount outstanding under this credit facility. This credit facility is currently scheduled to expirein
June 2003, at which time any outstanding balance will be due.

In July 2002, we entered into a new revolving credit facility for $50.0 million with Bank of America, N. A.
Indebtedness under the facility is unsecured and subject to traditional covenants relating to financial ratios.
Borrowings under this credit facility are available to provide working capital and for general corporate purposes. As
of December 31, 2002, there was no amount outstanding under this credit facility. This credit facility is currently
scheduled to expire in June 2003, at which time any outstanding balance will be due.

In April 2000, we made an investment in Spotlight Health, Inc., formerly known as ADoctorInYourHouse.com. In
January 2001, we entered into an agreement with Spotlight Health and Wachovia Bank, N.A. to guarantee a revolv-
ing $2.0 million tine of credit provided to Spotlight Health by Wachovia. Indebtedness under the line is unsecured
and subject to traditional covenants relating to financial ratios. As of December 31, 2002, Spotlight Health had $2.0
million outstanding under this credit facility. This credit facility is currently scheduled to expire in June 2003, at
which time any outstanding balance will be due. We review the financial statements of Spotlight Health on a quar-
terly basis to determine if it has sufficient finandal resources to continue operations. While we do not have current




concerns regarding Spotlight Health’s ability to repay this facility, should events and circumstances in the future
change, Spotlight Health might not be in the position to repay the facility and Wachovia might attempt to collect on
our guaranty of this facility.

We expect to continue expanding our operations through internal growth and strategic acquisitions. We expect
these activities will be funded from existing cash, cash flow from operations and borrowings under our existing or
future credit facilities. We believe that these sources of liquidity will be sufficient to fund our operations for the
foreseeable future, but offer no assurances. From time to time, we evaluate potential acquisitions and other growth
opportunities, which might require additional external financing, and we might seek funds from public or private
issuances of equity or debt securities. In particular, our sources of liquidity could be affected by our dependence on
a small number of industries and clients, compliance with regulations, international risks, personalinjury, environ-
mental orintellectual property claims, as well as other factors described under “Factors that Might Affect our
Business or Stock Price,” included in our annual report on Form 10-K for the year ended December 31, 2002,
“Potential Volatility of Quarterly Operating Results and Stock Price,” “Quantitative and Qualitative Disclosures about
Market Risk,” and “Critical Accounting Policies and Estimates.”

Contractual Obligations and Commercial Commitments

Future minimum payments for all contractual obligations for years subsequent to December 31, 2002 are as follows
(in thousands):

2004 - 2006 - 2008 and
Total 2003 2005 2007 thereafter

Long-term debt, including
interest payments $ 11,112 § 2,206 $ 2,323 $ 1,162 § 5,421
Operating leases 158,500 26,071 47,118 34,017 51,294
Less: sublease income (414) (311) (103) - -
Total $ 169,198 $ 27,966 $ 49,338 $ 35179 3 56,715

Other commercial commitments include the guarantee we provide on Spotlight Health's $2.0 million line of credit.
See full details on this arrangement in the “Liquidity and Capital Resources” section.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclo-
sure of contingent assets and liabilities at the date of the financial statements and the reported amounts of rev-
enues and expenses during the reporting period. Actual results could differ from those estimates. We believe that
the following are some of the more critical judgment areas in the application of our accounting policies that affect
our financial condition and results of operations. We have discussed the application of these critical accounting
policies with our Board of Directors and its Finance & Audit Committee.

The majority of our revenues are recorded from fixed-price contracts on a proportional performance basis. To meas-
ure performance, we compare actual direct costs incurred to estimated total contract direct costs, which is the best
indicator of performance of the contract obligations as the costs relate to the labor hours incurred to perform the
service. Birect costs are primarily comprised of labor overhead related to the delivery of services. Each month costs
are accumulated on each project and compared to the budget for that particular project. This determines the per-
centage-of-completion on the project. This percentage is multiplied by the contract value to determine the amount
of revenue that can be recognized. Each month management reviews the budget on each project to determine if the
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assumptions within the budget are still correct and budgets are adjusted accordingly. As the work progresses, origi-
nal estimates might be deemed incorrect due to, among other things, revisions in the scope of work or patient
enrollment rate, and a contract modification might be negotiated with the customer to cover additional costs. If
not, we bear the risk of cost overruns. In the past, we have had to commit unanticipated resources to complete proj-
ects, resulting in lower gross margins on those projects. We might experience similar situations in the future.
Should our estimated costs on fixed-price contracts prove to be low, future margins could be reduced, absent our
ability to negotiate a contract modification. We accumulate information on each project to refine our bidding
process. Historically, the majority of our estimates and assumptions have been matenially correct, but these esti-
mates might not continue to be accurate. In addition, clients generally may terminate a study at any time, which
might cause unplanned periods of excess capacity and reduced revenues and earnings. To offset the effects of early
terminations of significant contracts, we attempt to negotiate the payment of an early termination fee as part of the
original contract.

In our Discovery Sciences Group, we generate revenue from time to time in the form of milestone payments.
Milestone payments are only received and recognized as revenues if the specified milestone is achieved and accept-
ed by the customer and continued performance of future research and development services related to that mile-
stone are not required. Although these payments are typically lower than up-front license fees, these payments can
be significant because they are triggered as a result of achieving specified scientific milestones. Future potential
milestone payments under various discovery contracts might never be received if the milestones are not achieved.

Included in “Accounts receivable and unbilled services, net” on our consolidated balance sheets is a reserve for
doubtful accounts. Generally, before we do business with a new client, we have a credit check performed on that
company to determirie if they have a satisfactory credit rating. Senior management reviews the accounts receivable
aging on a monthly basis to determine if any receivables will potentially be uncollectable. We include any accounts
receivable balances that are determined to be potentially uncollectable, along with a general reserve, in our overall
reserve for doubtful accounts. After all attempts to collect the receivable have failed, the receivable is written off
against the reserve. Based on the information available to us, we believe our reserve for doubtful accounts as of
December 31, 2002 was adequate. However, actual write-offs might exceed the recorded reserve.

Most of our investments consist of equity investments in private entities for which fair values are not readily deter-
minable. Therefore, all of our investments are recorded under the cost method of accounting. Many of our invest-
ments are in relatively early stage life sciences or biotechnology companies that do not have established products
or proven technologies and may not have any material revenue. Therefore, these investments are particularly sub-
ject to write-down for impairment whenever events or changes in circumstances indicate that the carrying amount
of these investments may not be recoverable. We assess our investment portfolio on a quarterly basis to determine
whether declines in the market value of these securities are other than temporary. This quarterly review includes an
evaluation of, among other things, the market condition of the overall industry, historical and projected financial
performance, expected cash needs and recent funding events. Given the nature of these companies, our assess-
ments of value are subjective.

Based on estimates of future taxable profits and losses in certain foreign tax jurisdictions, management determined
that a valuation allowance of $0.6 million was required for specific foreign tax loss carryforwards as of December 31,
2002. If these estimates prove inaccurate, a change in the valuation allowance, up or down, could be required in the
future. We also recorded a total valuation allowance of $11,911 related to the impairment of certain equity invest-
ments, $770 of which relates to the tax effect of an item in other comprehensive income. The valuation was deter-
mined based on the uncertainty regarding our ability to utilize some of the potential capital losses generated during
the loss carryforward period. A change in any of the investees’ financial health and/or stock price, or a change in
our ability to utilize a potential capital loss, could require a change of valuation allowance in the future.

We review long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset might not be recoverable. If indicators of impairment were present, we would evaluate the carry-
ing value of property and equipment in relation to estimates of future undiscounted cash flows. These undiscounted




cash flows and fair values are based on judgment and assumptions. Additionally, goodwill is tested for impairment
on at least an annual basis by comparing the underlying reporting units’ goodwill to their estimated fair value. We
did not identify any impairment of goodwill during our transitional impairment test or annual impairment test of
goodwill upon adoption of SFAS 142. These tests involved the use of estimates related to the fair market value of the
reporting unit with which the goodwill was associated.

RECENTLY ISSUED ACCOUNTING STANDARDS

In June 2001, the Financial Accounting Standards Board (the “FASB”) issued Statement of Financial Accounting
Standards No. 143, “Accounting for Asset Retirement Obligations,” or SFAS No. 143, which addresses financial
accounting and reporting for obligations associated with the retirement of tangible long-lived assets and the asso-
ciated asset retirement costs. SFAS No. 143 requires that the fair value of a liability for an asset retirement obliga-
tion be recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. The asso-
ciated asset retirement costs are capitalized as part of the carrying amount of the long-lived asset. SFAS No. 143 is
effective for financial statements issued for fiscal years beginning after June 15, 2002. We do not expect the adop-
tion of this statement to have a material effect on our financial statements.

In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities,” or SFAS No. 146. SFAS No. 146 addresses accounting and reporting for
costs associated with exit or disposal activities. SFAS No. 146 requires that a liability for a cost associated with an
exit or disposal activity be recognized and measured initially at fair value when the liability is incurred. SFAS No.
146 is effective for exit or disposal activities that are initiated after December 31, 2002. PPD does not expect the
adoption of this statement to have a material effect on our financial statements.

In November 2001, the FASB issued Emerging Issues Task Force consensus No. 01-14, or EITF 01-14, “Income
Statement Characterization of Reimbursements Received for ‘Out-of-Pocket’ Expenses Incurred.” EITF 01-14
requires that in cases where the contractor acts as a principal, reimbursements received for out-of-pocket expenses
incurred be characterized as revenue and the associated costs included as operating expenses in the income state-
ment. PPD implemented this rule as of January 1, 2002 and, as required, has reclassified comparative financial
information for 2000 and 2001. The implementation of this rule resulted only in the gross-up of revenues and
expenses and had no impact upon earnings.

At the October 2002 meeting of the Emerging Issues Task Force (“EITF”) of the FASB, the EITF reached a consensus
on Issue 1 and Issue 2 of EITF Issue No. 02-17, “Recognition of Customer Relationship Intangible Assets Acquired in
a Business Combination,” (“EITF 02-17"). On Issue 1, the EITF concluded that the contractual-legal and separability
criteria do not restrict the use of certain assumptions that would be used in estimating the fair value of an intangi-
ble asset. Assumptions such as expectations of future contract renewals and other benefits related to the intangible
asset must be considered in the estimates of fair value regardless of whether they meet the contractual-legal or sep-
arability criteria. On Issue 2, the EITF concluded that the contractual-legal criterion provision of SFAS No. 141
applies if an entity has a practice of establishing contracts with its customers. Thus, an entity would recognize a cus-
tomer relationship at the date of the business combination even if there were no contracts in existence at that date
since the entity has a practice of establishing contracts with its customers. The EITF also observed that this consen-
sus addresses only the recognition of customer relationships and does not address the valuation of such customer
relationships. These consensuses should be applied on a prospective basis for all business combinations consum-
mated after October 25, 2002. We do not expect the adoption of this consensus to have a material effect on our
financial statements.

In November 2002, EITF finalized its tentative consensus on EITF Issue 00-21, “Revenue Arrangements with Multiple
Deliverables,” which provides guidance on the timing and method of revenue recognition for sales arrangements
that include the delivery of more than one product or service. EITF 00-21 is effective prospectively for arrangements
entered into in fiscal periods beginning after June 15, 2003. We are currently evaluating the impact of the adoption
of this consensus on our financial statements.
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In November 2002, the FASB issued Financial Accounting Standards Board Interpretation No. 45, or FIN 45,
“Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others, an interpretation of FASB Statement Nos. 5, 57, and 107 and Rescission of FASB
Interpretation No. 34.” FIN 45 clarifies the requirements of FASB Statement No. 5, “Accounting for Contingencies,”
relating to the guarantor’s accounting for, and disclosure of, the issuance of certain types of guarantees. FIN 45
requires that upon issuance of a guarantee, the guarantor must recognize a liability for the fair value of the obliga-
tion it assumes under that guarantee. The disclosure provisions of FIN 45 are effective for financial statements of
interim or annual periods that end after December 15, 2002. FIN 45°s provisions for initial recognition and measure-
ment should be applied on a prospective basis to guarantees issued or modified after December 31, 2002, irrespec-
tive of the guarantor’s fiscal year-end. The guarantor’s previous accounting for guarantees that were issued before
the date of FIN 45's initial application may not be revised or restated to reflect the effect of the recognition and
measurement provisions of FIN 45. We do not expect the adoption of this statement to have a material effect on our

financial statements.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure — an Amendment of FASB Statement No. 123.” This Statement amends SFAS No. 123, “Accounting for
Stock-Based Compensation,” to provide alternative methods of transition for a voluntary change to the fair value-
based method of accounting for stock-based employee compensation. In addition, this statement amends the dis-
closure requirements of SFAS No. 123 to require prominent disclosures in both annual and interim financial state-
ments about the method of accounting for stock-based employee compensation and the effect of the method used
on reported results. This statement requires that companies having a year-end after December 15, 2002 follow the
prescribed format and provide the additional disclosures in their annual reports. We do not expect the adoption of
this statement to have a material effect on our financial statements.

TAXES

Because we conduct operations on a global basis, our effective tax rate has and will continue to depend upon the
geographic distribution of our pre-tax earnings among locations with varying tax rates. Our profits are also impact-
ed by changes in the tax rates of the various taxing jurisdictions. In particular, as the geographic mix of our pre-tax
earnings among various tax jurisdictions changes, our effective tax rate might vary from period to period.

INFLATION

Our long-term contracts, those in excess of one year, generally include an inflation or cost of living adjustment for
the portion of the services to be performed beyond one year from the contract date. As a result, we expect that
inflation generally will not have a material adverse effect on our operations or financial condition.

POTENTIAL LIABILITY AND INSURANCE

Drug development services involve the testing of new drugs on human volunteers pursuant to a study protocol. This
testing exposes us to the risk of liability for personalinjury or death to patients resulting from, among other things,
possible unforeseen adverse side effects or improper administration of the new drug. Many of these patients are
already seriously ill and are at risk of further illness or death. We attempt to manage our risk of liability for personal
injury or death to patients from administration of products under study through measures such as stringent operat-
ing procedures and contractual indemnification provisions with clients and through insurance maintained by
clients. We monitor our clinical trials in compliance with government regulations and guidelines. We have adopted
global standard operating procedures intended to satisfy regulatory requirements in the United States and in many
foreign countries and serve as a tool for controlling and enhancing the quality of our clinical trials. The contractual
indemnifications generally do not protect us against our own actions, such as negligence. We currently maintain
professional liability insurance coverage of up to $15.0 million per claim, with an annual aggregate policy limit of
$15.0 million.




POTENTIAL VOLATILITY OF QUARTERLY QOPERATING RESULTS AND STCCK PRICE

Our quarterly and annual operating results have fluctuated in the past, and we expect that they will continue to fluc-
tuate in the future. Factors that could cause these fluctuations include:

@ our dependence on a smalil number of industries and clients;
» the timing of the initiation, progress or cancellation of significant projects;

e the mix of products and services sold in a particular period;

» our need to recruit and retain experienced personnel;

* rapid technological change and the timing and amount of start-up costs incurred in connection with the
introduction of new products and services;

¢ intellectual property risks;

* the timing of our Discovery Sciences Group milestone payments or other revenue;
¢ the timing of the opening of new offices;

¢ the timing of otherinternal expansion costs;

e the timing and amount of costs associated with integrating acquisitions; and

¢ exchange rate fluctuations between periods.

Delays and terminations of trials are often the result of actions taken by our customers or regulatory authorities and
are not typically controllable by us. Because a large percentage of our operating costs are relatively fixed while rev-
enue is subject to fluctuation, variations in the timing and progress of large contracts can materially affect our quar-
terly operating results. We believe that comparisons of our quarterly financial results are not necessarily meaningful
and should not be relied upon as an indication of future performance.

Fluctuations in quarterly results or other factors beyond our control could affect the market price of our common
stock. Such factors include changes in earnings estimates by analysts, market conditions in our industry, changes in
pharmaceutical and biotechnology industries, general economic conditions, and differences in assumptions used as
compared to actual results. Any effect on our common stock could be unrelated to our longer-term operating per-
formance.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to foreign currency risk by virtue of our international operations. We conduct business in several
foreign countries. Approximately 12.2%, 15.0% and 20.3% of our net revenues, less reimbursed out-of-pockets, for
the years ended December 31, 2000, 2001 and 2002, respectively, were derived from operations outside the United
States. Funds generated by each subsidiary are generally reinvested in the country where they are earned, We have
not, to date, engaged in derivative or hedging activities related to our potential foreign exchange exposures. Our
operations in the United Kingdom generated more than 47% of our 2002 international net revenue, less reimbursed
out-of-pockets, from international operations during 2002. Accordingly, we do have some exposure to adverse
movements in the pound sterling and other foreign currencies. The United Kingdom has traditionally had a relative-
ly stable currency compared to our functional currency, the U.S. dollar. We anticipate that those conditions will con-
tinue for at least the next 12 months, but cannot make any guarantees.

The vast majority of our contracts are entered into by our United States or United Kingdom subsidiaries. The con-
tracts entered into by the United States subsidiaries are almost always denominated in United States dollars.
Contracts entered into by our United Kingdom subsidiaries are generally denominated in pounds sterling, United
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States dollars or euros. Contractual provisions either limit or reduce the economic risk in certain transactions
involving multiple currencies.

We do have some currency risk resulting from the passage of time between the invoicing of customers under con-
tracts and the ultimate collection of customer payments against those invoices. If a contract is denominated in a
currency other than the subsidiary’s local currency, we recognize a receivable at the time of invoicing for the local
currency equivalent of the foreign currency invoice amount. Changes in exchange rates from the time the invoice is
prepared and payment from the customer is received will result in our receiving either more or less in local currency
than the local currency equivalent of the invoice amount at the time the invoice was prepared and the receivable
established. We recognize this difference as a foreign currency transaction gain or loss, as applicable, and report it
in other income, net. If exchange rates were to change by 1% in the future, we do not expect this to have a material
effect on our financial statements.

Changes in exchange rates between the applicable foreign currency and the U.S. dollar will affect the translation of
foreign subsidiaries’ financial results into U.S. dollars for purposes of reporting our consolidated financial results.
The process by which each foreign subsidiary’s financial results are translated to U.S. dollars is as follows:

¢ income statement accounts are translated at average exchange rates for the period;
s halance sheet assets and liability accounts are translated at end of period exchange rates; and
¢ equity accounts are translated at historical exchange rates.

Translation of the balance sheet in this manner affects the shareholders’ equity account, referred to as the cumula-
tive translation adjustment account. This account exists only in the foreign subsidiary’s U.S. dollar balance sheet
and is necessary to keep the foreign balance sheet, stated in U.S. dollars, in balance. Translation adjustments are
reported with accumulated other comprehensive income (loss) as a separate component of shareholders’ equity. To
date, cumulative translation adjustments have not been material to our consolidated financial position. However,
adjustments could in the future be material to our financial statements.

There are no material exchange controls currently in effect in any country in which we conduct operations on the
payment of dividends or otherwise restricting the transfer of funds outside these countries. Although we perform
services for clients located in a number of foreign jurisdictions, to date, we have not experienced any difficulties in
receiving funds remitted from foreign countries. However, if any of these jurisdictions imposed or modified existing
exchange control restrictions, the restrictions could have an adverse effect on our financial condition.

We are exposed to changes in interest rates on our cash equivalents and amounts outstanding under notes payable
and lines of credit. We invest our cash and cash equivalents in financial instruments with interest rates based an
financial market conditions. If interest rates were to change by 1% in the future, we do not expect this to have a
material effect on our financial statements.




Independent Auditors’ Report

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF PHARMACEUTICAL PRODUCT DEVELOPMENT, INC. AND SUBSIDIARIES

Wilmington, North Carolina

We have audited the accompanying consolidated balance sheet of Pharmaceutical Product Development, Inc. and
subsidiaries as of December 31, 2002, and the related consolidated statements of operations, shareholders’ equity,
and cash flows for the year then ended. These financial statements are the responsibility of the Company’s manage-
ment. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An auditincludes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial state-
ment presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position
of the companies as of December 31, 2002, and the results of their operations and their cash flows for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

J@é«‘ﬁ%— <Jeckt L e

Raleigh, North Carolina
January 24, 2003
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Report of Independent Accountants

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF PHARMACEUTICAL PRODUCT DEVELOPMENT, INC. AND ITS SUBSIDIARIES

In our opinion, the consolidated balance sheet as of December 31, 2001 and the related consolidated statements of
operations, of shareholders’ equity and of cash flows for each of the two years in the period ended December 31,
2001 present fairly, in all material respects, the financial position, results of operations and cash flows of
Pharmaceutical Product Development, Inc. and its subsidiaries at December 31, 2001 and for each of the two years
in the period ended December 31, 2001, in conformity with accounting principles generally accepted in the United
States of America. These financial statements are the responsibility of the Company’s management; our responsibil-
ity is to express an opinion on these financial statements based on our audits. We conducted our audits of these
statements in accordance with auditing standards generally accepted in the United States of America, which require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and dis-
closures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a rea-
sonable basis for our opinion.

W LL@

McLean, Virginia

January 25, 2002




Consolidated Statements of Operations

in thousands, except per share data

Years Ended December 31,

2000 2001 2002
Development revenues $ 330,516 $ 403,701 $ 545,139
Discovery sciences revenues 14,802 27,840 17,510
Reimbursed out-of-pockets 27,332 29,092 46,008
Net revenue 372,650 460,633 618,657
Direct costs — Development 166,586 196,078 261,169
Direct costs — Discovery sciences 5,978 11,794 7.831
Reimbursable out-of-pocket expenses 27,332 29,092 46,008
Research and development expenses 2,791 4,422 10,540 -
Selling, general and administrative expenses 109,183 126,391 150,433
Depreciation 16,291 19,200 23,189
Amortization 942 1,064 1,042
329,103 388,041 500,212
Operating income 43,547 72,592 108,445
Interest:
Income 5,808 5,480 2,887
Expense (505) (535) {(689)
Interestincome, net 5,303 4,945 2,198
Impairment of equity investments - - (33,787)
Other income, net 1,981 469 1,791
Income before provision for income taxes 50,831 78,006 78,647
Provision for income taxes 18,521 28,747 38,645
Income before equity in net loss of investee 32,310 49,259 40,002
Equity in net loss of investee, net of income taxes - 92 105
Net income $ 32,310 $ 49,167 $ 39,897
Net income per common share:
Basic $ 0.65 $ 095 $ 073
Diluted $ 064 $ 094 $§ 072
Weighted average number of common shares outstanding:
Basic 49,930 51,689 54,710
Dilutive effect of stock options 424 805 633
Diluted 50,354 52,494 55,343

The accompanying notes are an integral part of these consolidated financial statements.
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N —
Consolidated Balance Sheets
in thousands, except share data
As of December 31,
2001 2002
ASSETS
Current assets
Cash and cash equivalents $ 143,173 $ 181,224
Accounts receivable and unbilled services, net 140,744 199,936
Investigator advances 6,008 6,300
Prepaid expenses and other current assets 10,507 13,676
Current maturities of note receivable 500 500
Deferred tax asset, net 9,273 13,858
Total current assets 310,205 415,494
Property and equipment, net 85,690 109,704
Goodwill 7,590 147,408
Notes receivable, long-term portion 17,000 -
Investments 43,758 16,934
Intangible assets 573 1,624
Other assets 584 956
Total assets $ 465,400 $ 692,120
LIABILITIES AND SHAREHOLDERS' EQUITY
Current tiabilities .
Accounts payable $ 8,210 $ 10,645
Payables to investigators 7,988 20,645
Other accrued expenses 48,951 68,026
Unearned income 82,336 114,494
Accrued income taxes 8,688 12,231
Current maturities of long-term debt
and capital lease obligations 1,203 1,757
Total current liabilities 157,376 227,798
Long-term debt and capital lease obligations,
less current maturities 1,871 6,649
Deferred rent and other 3,144 3,480
Accrued additional pension lability .- 7,905
Deferred tax liability, net 374 5,951
Total liabilities 162,765 251,783
Commitments and contingencies (Notes 9 and 13)
Shareholders’ equity
Common stock, $0.10 par value, 95,000,000 shares
authorized; 51,930,313 and 55,436,056 shares issued
and outstanding, respectively 5,193 5,544
Paid-in capital 164,162 263,554
Retained earnings 140,174 180,071
Deferred compensation (966) (367)
Accumulated other comprehensive loss (5.928) (8,465)
Total shareholders’ equity 302,635 440,337
Total liabilities and shareholders’ equity $ 465,400 $ 692,120
The accompanying notes are an integral part of these consolidated financial statements.




Consolidated Statements of Sharehiolders’ Equity

in thousands

Accumulated
Other
Common Paid-in Retained Deferred  Comprehensive Comprehensive
Shares Par Value Capital Earnings  Compensation Loss Total Income
Balance December 31, 1999 49,258 $§ 4,926 $ 131,566 § 58,697 $ - $ (2,725) $ 192,464
Netincome 32,310 32,310 $§ 32310
Other comprehensive income (loss):

Translation adjustments (2,380) (2,380) (2,380)
Comprehensive income $ 29,930
Issuance of common shares for exercise

of stock options and employee stock
purchase plan 1,412 140 9,028 9,168
Income tax benefit from exercise of
stock options 2,381 2,381
Balance December 31, 2000 50,670 5,066 142,975 91,007 - (5,105) 233,943
Netincome 49,167 49,167 § 49,167
Other comprehensive income (loss):

Translation adjustments (823) (823) (823)
Comprehensive income $ 48,344
Issuance of common shares for exercise

of stock options and employee stock
purchase plan 1,200 121 13,486 13,607
Income tax benefit from exercise of
stock options 6,258 6,258
Stock issued for deferred compensation 60 6 1,443 (1,449) -
Amortization of stock compensation 483 483
Balance December 31, 2001 51,930 5193 164,162 140,174 (966) (5,928) 302,635
Netincome 39,897 39,897 $ 39,897
Other comprehensive income (loss):
Translation adjustments 4,935 4,935 4,935
Minimum pension liability,
net of tax (5,533) (5,533) (5.533)
Change in unrealized loss
on investment (1,939) (1,939) (1,939)
Comprehensive income $ 37,360
Issuance of common shares for
exercise of stock options and
employee stock purchase plan 461 46 7,478 7,524
Issuance of shares in connection
with acquisitions 3,060 306 90,339 90,645
Income tax benefit from exercise of
stock options 1,870 1,870
Deferred stock compensation forfeited (15) (1) (349) 350 -
Shareholder contribution 54 54
Amortization of stock compensation 249 249
Balance December 31, 2002 55,436 $ 5,544 $263,55¢ $ 180,071 $  (367) $ (8,465) $ 440,337

The accompanying notes are an integral part of these consolidated financiai statements.
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Consolidated Statements of Cash Flows
in thousands
Years Ended December 31,
2000 2001 2002
Cash flows from operating activities:
Netincome 32310 $§ 49,167 § 39,897
Adjustments to reconcile net income to net cash provided by
operating activities:
Impairment of investments - - 33,787 #
Depreciation and amortization 17,233 20,264 24,231
Discount on note receivable - 1,500 -
Stock compensation amortization - 483 249
Provision for doubtful accounts 1,060 973 342
Equity in net loss of investee - 92 119
Gain on sate of business (498) - -
Gain on sale of investment - - (274)
Deferred income taxes 1,879 (4,361) (1,565)
Loss on disposition of property and equipment, net 34 438 60
Change in operating assets and liabilities, net of acquisitions:
Accounts receivable and unbilled services, net (4,708) (23,317) (51,295)
Prepaid expenses and investigator advances (2,519) (2,293) (3,213)
Currentincome taxes 6,190 16,739 3,998
Other assets (761) 411 15
Accounts payable, other accrued expenses and deferred rent 8,927 9,754 16,519
Payable to investigators (379) 2,450 12,657
Unearned income 3,172 28,951 30,165
Net cash provided by operating activities 61,940 101,251 105,792
Cash flows from investing activities:
Purchases of property and equipment (21,515) (41,889) (36,496)
Proceeds from sale of property and equipment 225 946 114
Cash received from repayment of note receivable 500 500 17,000
Purchases of investments (30,755) (5,095) (8,793)
Net cash paid for acquisitions (1,500) - {50,579)
Net cash used in investing activities (53,045) (45,538) (78,754)
Cash flows from financing activities:
Principal repayments on long-~term debt (94) (55) (166)
Proceeds from long-term debt - - 1,464
Repayment of capital lease obligations (429) (1,680) (2,741)
Proceeds from exercise of stock options and employee
stock purchase plan 9,168 13,607 7,524
Net cash provided by financing activities 8,645 11,872 6,081
Effect of exchange rate changes on cash and cash equivalents (2,380) (823) 4,932
Net increase in cash and cash equivalents 15,160 66,762 38,051
Cash and cash equivalents, beginning of the year 61,251 76,411 143,173
Cash and cash equivalents, end of the year 76,411 § 143,173 § 181,224

The accompanying notes are an integral part of these consotidated financial statements.




Notes to Consolidated Financial Statements

1. Summary of Operations and Significant Accounting Policies:

in thousands, except share and per share data

NATURE OF BUSINESS

Pharmaceutical Product Development, Inc. and its subsidiaries (collectively the “Company”) provide a broad range
of research and development and consulting services in the development and discovery sciences segments. In the
development segment, the Company provides services, which include preclinical programs and Phase I to Phase IV
clinical development. In addition, the Company also offers post-market support services for drugs that have

received approval for market use, such as product taunch services, patient compliance programs, and medical com-

munications programs for consumer and healthcare providers on product use and adverse events. The discovery sci-
ences services include functional genomics, which is the study of gene functions to identify drug targets within the
body, medicinal chemistry research and preclinical biology services, as well as preclinical evaluations of anti-cancer
therapies. The Company provides services under contract to clients in the pharmaceutical, biotechnology and other
industries. The Company markets its development services primarily in the United States and Europe, The Company’s
discovery revenues have all been generated in the United States to date.

PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements include the accounts and results of operations of the Company
and its wholly-owned subsidiaries. All significant intercompany balances and transactions have been eliminated,
including transactions with the equity method investee.

RECENT ACCOUNTING PRONOUNCEMENTS

In June 2001, the Financial Accounting Standards Board (the “FASB”) issued Statement of Financial Accounting
Standards No. 143, “Accounting for Asset Retirement Obligations,” or SFAS No. 143, which addresses financial
accounting and reporting for obligations associated with the retirement of tangible long-lived assets and the asso-
ciated asset retirement costs. SFAS No. 143 requires that the fair value of a liability for an asset retirement obliga-
tion be recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. The asso-
ciated asset retirement costs are capitalized as part of the carrying amount of the long-lived asset. SFAS No. 143 is
effective for financial statements issued for fiscal years beginning after June 15, 2002. The Company does not
expect the adoption of this statement to have a material effect on its financial statements.

In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities,” or SFAS No. 146. SFAS No. 146 addresses accounting and reporting for
costs associated with exit or disposal activities. SFAS No. 146 requires that a liability for a cost associated with an
exit or disposal activity be recognized and measured initially at fair value when the liability is incurred. SFAS No.
146 is effective for exit or disposal activities that are initiated after December 31, 2002. The Company does not
expect the adoption of this statement to have a material effect on its financial statements.

In November 2001, the FASB issued Emerging Issues Task Force consensus No. 01-14, or EITF 01-14, "Income
Statement Characterization of Reimbursements Received for “Out-of-Pocket” Expenses Incurred.” EITF 01-14
requires thatin cases where the contractor acts as a principal, reimbursements received for out-of-pocket expenses
incurred be characterized as revenue and the associated costs included as operating expenses in the income state-
ment. The Company implemented this rule as of January 1, 2002 and, as required, has reclassified comparative
financial information for 2000 and 2001. The implementation of this rule resulted only in the gross-up of revenues
and expenses and had no impact upon earnings. The Company pays, on behalf of its customers, fees to investigators
and test subjects, and other out-of-pocket costs, such as travel, printing, meetings, couriers, etc., for which the
Company is reimbursed at cost, without mark-up or profit. The Company will continue to exclude from revenue and
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expense in the income statement fees and associated reimbursements that we receive as an agent. During the
twelve months ended December 31, 2000, 2001 and 2002, fees paid to investigators and other fees in which the
Company acts as an agent and the associated reimbursements were approximately $93.3 million, $127.0 million
and $157.5 million, respectively.

At the October 2002 meeting of the Emerging Issues Task Force (“EITF”) of the FASB, the EITF reached a consensus
on Issue 1 and Issue 2 of EITF Issue No. 02-17, “Recognition of Customer Relationship Intangible Assets Acquired in
a Business Combination,” (“EITF 02-17"). On Issue 1, the EITF concluded that the contractual-legal and separability
criteria do not restrict the use of certain assumptions that would be used in estimating the fair value of an intangi-
ble asset. Assumptions such as expectations of future contract renewals and other benefits related to the intangible
asset must be considered in the estimates of fair value regardless of whether they meet the contractual-legal or sep-
arability criteria. On Issue 2, the EITF concluded that the contractual-legal criterion provision of SFAS 141 applies if
an entity has a practice of establishing contracts with its customers. Thus, an entity would recognize a customer
relationship at the date of the business combination even if there were no contracts in existence at that date since
the entity has a practice of establishing contracts with its customers. The EITF also observed that this consensus
addresses only the recognition of customer relationships and does not address the valuation of such customer rela-
tionships. These consensuses should be applied on a prospective basis for all business combinations consummated
after October 25, 2002. The Company does not expect the adoption of this consensus to have a material effect on its
financial statements.

In November 2002, the EITF finalized its tentative consensus on EITF Issue 00-21, “Revenue Arrangements with
Multiple Deliverables,” which provides guidance on the timing and method of revenue recognition for sales arrange-
ments that include the delivery of more than one product or service. EITF 00-21 is effective prospectively for
arrangements entered into in fiscal periods beginning after June 15, 2003. The Company is currently evaluating the
impact of the adoption of this consensus on the Company’s financial statements.

In November 2002, the FASB issued Financial Accounting Standards Board Interpretation No. 45 (“FIN 45),
“Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others, an interpretation of FASB Statement Nos. 5, 57, and 107 and Rescission of FASB
Interpretation No. 34.” FIN 45 clarifies the requirements of FASB Statement No. 5, “Accounting for Contingencies,”
relating to the guarantor’s accounting for, and disclosure of, the issuance of certain types of guarantees. FIN 45
requires that upon issuance of a guarantee, the guarantor, must recognize a l[iability for the fair value of the obliga-
tion it assumes under that guarantee. The disclosure provisions of FIN 45 are effective for financial statements of
interim or annual periods that end after December 15, 2002. FIN 45’s provisions for initial recognition and measure-
ment should be applied on a prospective basis to guarantees issued or modified after December 31, 2002, irrespec-
tive of the guarantor’s fiscal year-end. The guarantor’s previous accounting for guarantees that were issued before
the date of FIN 45's initial application may not be revised or restated to reflect the effect of the recognition and
measurement provisions of FIN 45. The Company does not expect the adoption of this statement to have a material
effect on its financial statements.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure — an Amendment of FASB Statement No. 123.” This Statement amends SFAS No. 123, “Accounting for
Stock-Based Compensation,” to provide alternative methods of transition for a voluntary change to the fair value-
based method of accounting for stock-based employee compensation. In addition, this statement amends the dis-
closure requirements of SFAS No. 123 to require prominent disclosures in both annual and interim financial state-
ments about the method of accounting for stock-based employee compensation and the effect of the method used
on reported results. This statement requires that companies having a year-end after December 15, 2002 follow the
prescribed format and provide the additional disclosures in their annual reports. The Company does not expect the
adoption of this statement to have a material effect on its financial statements.
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REVENUE RECOGNITION

The Company records revenue from fixed-price contracts on a proportional performance basis. To measure perform-
ance, the Company compares actual direct costs incurred to estimated total contract direct costs, which is the best
indicator of the performance of the contract obligations as the costs relate to the labor hours incurred to perform
the service. Direct costs are primarily comprised of labor overhead related to the delivery of services. Revenues from
time-and-material contracts are recognized as hours are incurred multiplied by the billable rates for each contract.
For our Phase I and laboratory businesses, revenues from unitized contracts are recognized as subjects or samples
are tested multiplied by the price for each. In connection with the management of multi-site clinical trials, the
Company pays on behalf of its customers fees to investigators and test subjects, and other out-of-pocket costs, such
as travel, printing, meetings, couriers, etc., for which we are reimbursed at cost. Effective January 1, 2002, in con-
nection with the required implementation of EITF 01-14, amounts paid by the Company as a principal for out-of-
pocket costs are included in direct costs, while the reimbursements the Company receives as a principal are reported
as reimbursed out-of-pocket revenues in the income statement. The Company will continue to net revenue and
expense in the income statement from fees and associated reimbursements that we receive as an agent.

If we determine that a loss will result from the performance of a fixed-price contract, the entire amount of the esti-
mated loss is charged against income in the period in which such determination is made. Most contracts are ter-
minable either immediately or after a specified period following notice by the client. These contracts typicatly
require payment to the Company of expenses to wind down a study, fees earned to date, and in some cases, a termi-
nation fee or some portion of the fees or profit that could have been earned by the Company under the contract if it
had not been terminated early.

Discovery Sciences Group revenues also include nonrefundable technology license fees and milestone payments.
The nonrefundable license fees are generally up-front payments for the initial license of and access to our technolo-
gy. For nonrefundable license fees received at the initiation of license agreements for which the Company has an
ongoing research and development commitment, the Company defers these fees and recognizes them ratably over
the period of the related research and development. For nonrefundable license fees received under license agree-
ments where our continued performance of future research and development services is not required, the Company
recognizes revenue upon delivery of the technology. In addition to license fees, the Discovery Sciences Group also
generates revenue from time to time in the form of milestone payments. Milestone payments are only received and
recognized as revenues if the specified milestone is achieved and accepted by the customer and continued perform-
ance of future research and development services related to that milestone are not required. Although these pay-
ments are typically lower than up-front license fees, these payments can be significant because they are triggered
as a result of achieving specified scientific milestones. The Company receives milestone payments in connection
with sublicensing of compounds and in association with our target validation work.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of unrestricted cash accounts, which are not subject to withdrawal restrictions or
penalties, and all highly liguid investments which are rated A or better by Standard & Poor’s or Moody’s and which
have a maturity of three months or less at the date of purchase.

Supplemental cash flow information consisted of the following:

Years Ended December 31,

2000 2001 2002
Cash paid for interest $ 565 $ 273 $ 734
Cash paid for income taxes, net $ 11,252 $ 16,627 $ 36,314
Assets acquired under capital leases $ 2,006 $ 2,841 $ -
Property and equipment additions included
in accounts payable $ 1,243 $ 1,755 $ 631
Investment acquired for PPGx stock $ 17,005 $ - $ -
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FINANCIAL INSTRUMENTS

In the fourth quarter of 1999, the Company entered into a short sale and repurchase of U.S. Treasury bonds with a
face value of $520,000. This transaction matured on May 15, 2000. The Company is required to record these finan-
cialinstruments at their net fair value on each reporting date, with any changes in the fair value recorded as either
interest income or interest expense. Net interest expense of $349 was recognized related to this transaction at
December 31, 2000.

INVESTIGATOR PAYMENTS

Billings and payments to investigators are based on predetermined contractual agreements that can differ from the
accrual of the related costs. Investigator costs are recognized based upon the status of the work completed as a per-
centage of the total procedures required under the contract or based on patient enrollment over the term of the
contract. Payments made in excess of the accrued costs are classified as investigator advances, and accrued costs in
excess of amounts paid are classified as payables to investigators in the consolidated balance sheets. Contracted
physician costs are considered a pass-through expense and are recorded as a reduction to revenues in the consoli-
dated statements of operations.

PROPERTY AND EQUIPMENT

Property and equipment are stated at cost less accumulated depreciation. Depreciation is recorded using the
straight-line method, based on estimated useful lives of 40 to 50 years for buildings, five years for laboratory equip-
ment, three years for computers and related equipment and four to ten years for furniture and equipment, except
for the airplane which is being depreciated over 30 years. Leasehold improvements are depreciated over the shorter
of the respective lives of the leases or the useful lives of the improvements. Property under capital leases is depreci-
ated over the life of the lease or the service life, whichever is shorter.

INTERNAL USE SOFTWARE

The Company accounts for internal use software in accordance with the provisions of AICPA Statement of Position
No. 98-1, “Accounting for the Costs of Computer Software Developed or Obtained for Internal Use,” which requires
certain direct costs and interest costs that are incurred during the application stage of development to be capital-
ized and amortized over the useful life of the software.

GOODWILL

The excess of the purchase price of a business acquired over the fair value of net tangible assets, identifiable intan-
gible assets and acquired in-process research and development costs at the date of the acquisition has been
assigned to goodwill. In accordance with SFAS 142, “Goodwill and Other Intangible Assets,” goodwillis no longer
amortized but is evaluated for impairment on at least an annual basis.

REALIZABILITY OF CARRYING VALUE OF LONG=LIVED ASSETS

The Company reviews the recoverability of long-lived and finite-lived intangible assets when circumstances indicate
that the carrying amount of assets may not be recoverable. This evaluation is based on various analyses including
undiscounted cash flow projections. In the event undiscounted cash flow projections indicate an impairment, the
Company would record an impairment based on the fair value of the assets at the date of the impairment. Effective
January 1, 2002, the Company accounts for impairments under SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” Prior to the adoption of this standard, impairments were accounted for using SFAS
No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed 0f” which
was superceded by SFAS No. 144. No impairments of long-lived assets were recorded in 2000, 2001 or 2002.




INVESTMENTS

Investments in publicly traded entities are classified as available-for-sale securities and are measured at market
value. Net unrealized gains or losses are recorded as a component of shareholders’ equity until realized or other
than temporary decline has occurred. The market value is based on the closing price as quoted by the respective
stock exchanges.

Additionally, investments consist of equity instruments in private entities for which fair values are not readily deter-
minable. All of the Company's investments in private entities are recorded under the cost or equity method of
accounting. The Company assesses the market value of these entities on a quarterly basis to determine whether
declines in the market value of these securities are other than temporary. This quarterly review includes an evalua-
tion of, among other things the market condition of the overall strategy, historical and projected financial perform-
ance, expected cash needs and recent funding events.

UNBILLED SERVICES AND UNEARNED INCOME

In general, prerequisites for billings are established by contractual provisions, including predetermined payment
schedules, the achievement of contract milestones or submission of appropniate billing detail. Unbilled services
arise when services have been rendered but clients have not been billed. Conversely, unearned income represents
amounts billed in excess of revenue recognized.

INCOME TAXES

Income taxes are computed using the asset and liability approach, which requires the recognition of deferred tax
assets and liabilities for the expected future tax consequences of events that have been recognized in the
Company’s financial statements or tax returns. In estimating future tax consequences, the Company generally con-
siders all expected future events other than enactment of changes in tax law or rates. If it is more likely than not
that some portion or all of a deferred tax asset will not be realized, a valuation allowance is recorded.

CONCENTRATION OF CREDIT RISK

Statement of Financial Accounting Standards No. 105, “Disclosure of Information about Financial Instruments with
0ff-Balance-Sheet Risk and Financial Instruments with Concentrations of Credit Risk,” requires disclosure of infor-
mation about financial instruments with off-balance-sheet risk and financial instruments with concentrations of
credit risk. Financial instruments that subject the Company to concentrations of credit risk consist principally of
accounts receivable, notes receivable and cash equivalents.

The Company’s clients are primarily pharmaceutical and biotechnology companies. One customer accounted for
10.7% and 10.3% of consolidated net revenue in 2000 and 2001, respectively. These revenues were derived from
the Company’s development segment. No single client accounted for more than 10% of the Company’s net revenue
in 2002. Concentrations of credit risk with respect to accounts receivable are limited to a degree due to the large
number of clients comprising the Company’s client base. Ongoing credit evaluations of clients’ finandial condition
are performed and, generally, no collateralis required. The Company maintains reserves for potential credit losses
and these losses, in the aggregate, have historically not exceeded management’s estimates.

The Company'’s cash equivalents consist principally of commercial paper. Bank deposits exceed the FDIC insurance
limit. Based on the nature of the financial instruments and/or historical realization of these financial instruments,
the Company believes they bear minimal risk.

COMPREHENSIVE INCOME

The Company has elected to present this information in the Statements of Shareholders’ Equity. Components of
comprehensive income (loss) are net income and all other non-owner changes in equity.
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The balances in accumulated other comprehensive loss are as follows:

December 31,
2001 2002
Translation adjustment $ (5,928) § (993)
Minimum pension liability, net of tax - (5,533)
Unrealized loss on investment - (1.939)
Total $ (5,928) $ (8,465)

FOREIGN CURRENCY TRANSLATIONS AND TRANSACTIONS

Assets and liabilities of foreign operations, where the functional currency is the local currency, are translated into
U.S. dollars at the rate of exchange at each reporting date. Income and expenses are translated at the average rates
of exchange prevailing during the month in which a transaction occurs. Gains or losses from translating foreign cur-
rency financial statements are recorded in other comprehensive income. The cumulative translation adjustment
included in other comprehensive income for the years ended December 31, 2000, 2001 and 2002 totaled $(2,380),
$(823) and $4,935, respectively. Foreign currency transaction gains and losses are not material and are included in
otherincome, net.

STOCK DIVIDEND

On April 16, 2001, the Board of Directors declared a one-for-one stock dividend. The record date for the dividend
was April 27, 2001, and the distribution date for the dividend was May 11, 2001. All share and per share amounts
for all periods presented in the accompanying consolidated financial statements have been restated to reflect the
effect of this stock dividend.

EARNINGS PER SHARE

The computation of basicincome per share information is based on the weighted average number of common shares
outstanding during the year. The computation of diluted income per share information is based on the weighted
average number of common shares outstanding during the year plus the effects of any dilutive common stock equiv-
alents. Excluded from the calculation of earnings per diluted share were 446,631, 35,113 and 387,999 shares dur-
ing 2000, 2001 and 2002, respectively since they were antidilutive.

STOCK=-BASED COMPENSATION

The Company accounts for stock-based compensation based on the provisions of Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB No. 25”), which states that, for fixed plans, no
compensation expense is recorded for stock options or other stock-based awards to employees that are granted
with an exercise price equal to or above the estimated fair value per share of the Company’s common stock on the
grant date. In the event that stock options are granted with an exercise price below the estimated fair value of the
Company’s common stock at the grant date, the difference between the fair value of the Company’s common stock
and the exercise price of the stock option is recorded as deferred compensation. Deferred compensation is amor-
tized to compensation expense over the vesting period of the stock option. The Company has adopted the disclosure
requirements of Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation”
and Statement of Financial Accounting Standards No. 148, “Accounting for Stock Based Compensation — Transition
and Disclosure — an Amendment of FASB Statement No. 123", which requires compensation expense to be dis-
closed based on the fair value of the options granted at the date of the grant. See Note 10.
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Had compensation cost for the Company’s stock option plan been determined based on the fair value at the grant
dates for awards under the plan consistent with the method required by SFAS No. 123, the Company’s net income
and diluted netincome per common share would have been the pro forma amounts indicated below.

Years Ended December 31,

2000 2001 2002
Net income, as reported $ 32,310 $ 49,167 $ 39,897
Less: Total stock-based employee
compensation expense determined
under fair value based method for
all awards, net of related tax effects (3,376) (4,501) (6,216)
Pro forma netincome $ 28,934 $ 44,666 $ 33,681
Earnings per share:
Basic — as reported $  0.65 $ 0.95 $ 0.73
Basic ~ pro forma $ 058 $ 0.86 $ 0.62
Diluted — as reported $  0.64 $  0.94 $ 072
Diluted - pro forma $ 057 $ 0.8 $ 0.61

ADVERTISING COSTS

Advertising costs are charged to operations as incurred. Advertising costs were approximately $2,048, $1,390 and
$1,038 for the years ended December 31, 2000, 2001 and 2002, respectively.

RESEARCH AND DEVELOPMENT COSTS

Research and development costs are charged to operations as incurred. Research and development costs are listed
as a separate line item on the Company’s consolidated statements of operations.

RECLASSIFICATIONS

We have reclassified certain 2000 and 2001 financial statement amounts to conform to the 2002 financial statement
presentation.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclo-
sure of contingent assets and liabilities at the date of the financial statements and the reported amounts of rev-
enues and expenses during the reporting period. Actual results could differ from those estimates.

2. Acquisitions:
in thousands, except share and per share data

In February 2002, the Company acquired 100% of the outstanding common stock of Medical Research Laboratories
International, Inc. (“MRL U.S.”) and Medical Research Laboratories International, BVBA (“MRL Belgium”), collec-
tively, “MRL.” MRL s part of the Development segment of the Company. MRL U.S. operates a central laboratory in
Highland Heights, Kentucky, near Cincinnati, Ohio, and MRL Belgium operates a central laboratory in Brussels,
Belgium. MRL provides highly standardized efficacy and safety testing services for pharmaceutical companies
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engaged in clinical drug development and is one of the largest central laboratory providers for Phase I-1V global
studies involving agents used in cholesterol, endocrine, metabolic and cardiovascular clinical research. The acquisi-
tion of MRL should enable the Company to expand the global development services that it offers to its customers.
The results of operations are included in the Company’s consolidated results of operations as of and since February
19, 2002, the effective date of the acquisition. The Company acquired MRL for total consideration of $113.1 million,
including $39.0 million in cash, $73.5 million in the Company’s common stock (approximately 2.6 million unregis-
tered shares) and direct acquisition costs of $0.6 million for legal, appraisal and accounting fees.

In April 2002, the Company acquired Piedmont Research Center II, Inc., or PRC, a cancer research laboratory based
in Morrisville, North Carolina that performs preclinical evaluations of anti-cancer therapies. The research facility
serves national and international pharmaceutical and biotechnology companies. PRC is part of the Discovery seg-
ment of the Company. The acquisition of PRC should enable the Company to add another dimension to its vertically
integrated oncology program, spanning from early discovery through clinical development. PRC provides the
Company'’s clients another method of cost-effective evaluation of drug candidates. The results of operations are
included in the Company’s consolidated results of operations as of and since April 1, 2002, the effective date of the
acquisition. The Company acquired PRC for total consideration of $19.6 million, including $2.4 million in cash,
$17.1 million in the Company’s common stock (0.5 million unregistered shares) and direct acquisition costs of $0.1
million for legal and accounting fees.

In June 2002, the Company acquired Complete Software Solutions, Inc., or €SS, a technical consulting firm offering
implementation, validation and training services as well as specialized software for pharmaceutical and biotechnol-
ogy industries. CSS is part of the Development segment of the Company. The acquisition of CSS should expand the
{ompany's informatics’ range of services and international reach, as well as its client base. With the acquisition of
(SS, the Company will be able to offer a broader range of informatics solutions to a wider range of clients. The
results of operations are included in the Company’s consolidated results of operations as of and since June 12,
2002, the effective date of the acquisition. The Company acquired CSS for total consideration of $16.8 million in
cash.

In June 2002, the Company acquired ProPharma Pte Ltd, an Asian-based clinical research organization with experi-
ence in managing pan-Asian clinical trials. ProPharma is part of the Development segment of the Company. The
acquisition of ProPharma should enable the Company to expand its geographic reach and provide its clients coun-

‘try-specific expertise with extensive networks for clinical trials in key markets in Asia. The results of operations are

included in the Company’s consolidated results of operations as of and since June 27, 2002, the effective date of
the acquisition. The Company acquired ProPharma for total consideration of $3.0 million in cash. In addition, the
Company agreed to pay up to $1.4 million as additional purchase price, depending upon the financial performance
of ProPharma for a specified period following the acquisition.

These acquisitions were accounted for using the purchase method of accounting; utilizing appropriate fair value
techniques to allocate the purchase price based on the estimated fair values of the assets and liabilities.
Accordingly, the estimated fair value of assets acquired and liabilities assumed were included in the Company’s con-
solidated balance sheet as of the effective date of the acquisitions.




The total purchase price was allocated to the estimated fair value of assets acquired and liabilities assumed as set
forth in the following table:

MRL PRC (5SS ProPharma  Total

Condensed balance sheet:

Current assets $ 16,129 § 824 % 957 ¢ 1,023 $ 18,933

Property and equipment, net 8,308 822 34 116 9,280

Current liabilities (7,814) (1,245) (870) (252)  (10,181)

Long-term capital lease obligation (1,107) (457) - - (1,564)

Deferred tax liability (2,553) (4) - - (2,557)
Value of identifiable intangible assets:

Backlog 2,100 - - - 2,100

Goodwill 98,056 19,721 16,645 2,113 136,535
Total $ 113,119 $ 19,661 $ 16,766 $ 3,000 $ 152,546

The purchase price allocations for the acquisitions are based on preliminary estimates, using available information
and making assumptions management believes are reasonable. Accordingly, purchase price allocations are subject
to finalization within one year of the acquisition. Goodwill will be evaluated annually as required by SFAS No. 142.

Goodwill related to MRL, PRC and ProPharma is not expected to be deductible for tax purposes. Goodwill related to
(SS is expected to be deductible for tax purposes.

The unaudited pro forma results from operations for the Company assuming the acquisitions were consummated as
of January 1, 2001 and 2002 were as follows:

Years Ended December 31,

2001 2002

Total revenue $ 522,000 $616,706

Netincome $ 57,516 $ 39,372
Income per share:

Basic $ 1.04 $ 0.72

Diluted $ 1.03 $ 0.71

The above amounts are based upon certain assumptions and estimates. The Company believes these assumptions
and estimates are reasonable and do not reflect any benefit from economies that might be achieved from combined
operations. Pro forma adjustments were made to amortization, interest income and income tax. The pro forma
financial information presented above is not necessarily indicative of either the results of operations that would
have occurred had the acquisitions taken place at the beginning of the period indicated or of future results of oper-
ations of the combined companies.
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3. Accounts Receivable and Unbilled Services:
in thousands, except share and per share data

Accounts receivable and unbilled services consisted of the following:

December 31,’
2001 2002

Trade:
Billed $ 99,877 $130,865
Unbilled 43,748 72,692
Reserve for doubtful accounts (2,881) (3,621)
$ 140,744 $199,936

The Company had 19.4% and 21.7% of its accounts receivable and unbilled services in locations outside the United
States as of December 31, 2001 and 2002, respectively. Operations in the United Kingdom comprised 78.3% and
77.3% of this balance as of December 31, 2001 and 2002, respectively. The United Kingdom has traditionally had a
relatively stable currency compared to our functional currency, the U.S. dollar.

Change in reserve for doubtful accounts consisted of the following:

Years Ended December 31,

2000 2001 2002
Balance at beginning of year $ 1,066 $ 1,954 $ 2,881
Additions charged to costs and expenses 1,060 973 342
Deductions (172) (46) (4£02)
Acquisitions - - 800
Balance at end of year $ 1,954 $ 2,881 $ 3,621

4. Property and Equipment:

in thousands, except share and per share data

Property and equipment, stated at cost, consisted of the following:

December 31,
2001 2002

Land $ 1,245 $§ 2,0%8
Buildings and leasehold improvements 21,088 414,389
Construction in progress and asset deposits 9,864 6,190
Furniture and equipment 77,102 91,223
Computer equipment and software 54,211 58,409
163,510 199,249

Less accumulated depreciation and amortization (77,820) (89,545)
$ 85,690 $109,704
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The annual depreciation charges on property and equipment for the years ended December 31, 2000, 2001 and
2002 were $16,291, $19,200 and $23,189, respectively.

Property and equipment under capital leases, stated at cost, consisted of the following:

December 31,
2001 2002
Buildings and easehold improvements $ - $ 1,577
Computer equipment and software , 4,781 4,234
4,781 5,811
Less accumulated depreciation and amortization (1,706) (2,562)
$ 3,075 § 3,249

5. Goodwill and Intangible Assets:
in thousands, except share and per share data

InJuly 2001, the FASB issued Statement of Financial Accounting Standards No. 141, “Business Combinations,”
which eliminated the pooling of interests method of accounting for all business combinations initiated after June
30, 2001 and addresses the initial recognition and measurement of goodwill and other intangible assets acquired in
a business combination. In July 2001, the FASB issued Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets,” or SFAS No. 142. The Company adopted SFAS No. 142 as of January 1, 2002.
SFAS No. 142 addresses the financial accounting and reporting standards for the acquisition of intangible assets
outside of a business combination and for goodwill and other intangible assets subsequent to their acquisition.
SFAS No. 142 requires that goodwill be separately disclosed from other intangible assets in the statement of finan-
cial position, and no longer be amortized but tested forimpairment on at least an annual basis. The provisions of
this accounting standard also require the completion of a transitional impairment test within six months of adop-
tion. The Company has completed the transitional impairment test as of January 1, 2002 and the annual impair-
ment test as of October 1, 2002 and did not identify any impairments of goodwill. These tests involved determining
the fair market value of each of the reporting units with which the goodwill was associated and comparing the esti-
mated fair market value of each of the reporting units with its carrying amount. Additionally, SFAS No. 142 requires
intangible assets that do not meet the criteria for recognition apart from goodwill to be reclassified. As a result of
the Company’s analysis, no reclassifications to goodwill were required as of January 1, 2002.

In accordance with SFAS No. 142, the Company discontinued the amortization of goodwill effective January 1,
2002. A reconciliation of previously reported net income and earnings per share to the amounts adjusted for the
exclusion of goodwill amortization follows:

Years Ended December 31,

2000 2001 2002
Reported net income $ 32,310 $ 49,167 $ 39,897
Add: Goodwill amortization » 588 587 -
Adjusted netincome $ 32,898 $ 49,754 $ 39,897
Reported basic income per share $ 0.65 $ 095 $ 0.73
Add: Goodwill amortization 0.01 0.01 -
Adjusted basic income per share $ 0.66 $ 0.96 $ 073
Reported diluted income per share $ 0.64 $ 0.94 $ 0.72
Add: Goodwill amortization 0.01 0.01 -
Adjusted diluted income per share 0.65 $ 095 $ 072
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Changes in the carrying amount of goodwill for the twelve months ended December 31, 2001 and 2002, by operat-

ing segment, were as follows:

Development Discovery Total
Balance as of January 1, 2001 $ 8,190 $ 844 $ 9,034
Amortization (836) (93) (929)
Translation adjustments (515) - (515)
Balance as of December 31, 2001 $ 6,839 $ 751 $ 7,590

Development Discovery Total
Balance as of January 1, 2002 $ 6,839 $ 751 $ 7,590
Goodwill acquired during the period 116,814 19,721 136,535
Translation adjustments 3,283 - 3,283
Balance as of December 31, 2002 $126,936 $ 20,472 $ 147,408

Information regarding the Company’s other intangible assets follows:

As of December 31, 2001

As of December 31, 2002

Carrying Accumulated Carrying  Accumulated

Amount Amortization  Net Amount  Amortization  Net
Backlog $ - % - % - $ 2,100 $ 219 $1,181
Patents 280 136 144 280 192 88
License agreements 500 96 404 500 145 355
Miscellaneous intangible assets 986 961 25 915 915 -
Total $ 1766 $ 1,193 § 573 $ 3,795 $ 2,171 $1,624

Allintangible assets are amortized on a straight-line basis, based on estimated useful lives of two years for backlog,
five years for patents, ten years for license agreements and two to ten years for miscellaneous intangible assets. The
weighted average amortization period for all intangibles is approximately 2.5 years.

Amortization expense for the twelve months ended December 31, 2000, 2001 and 2002 was $942, $1,064 and
$1,042, respectively. Amortization expense included goodwill amortization during 2000 and 2001. Estimated amor-
tization expense for the next five years is as follows:

2003 $ 1,145
2004 215
2005 59
2006 50
2007 50




6. Notes Receivable:
in thousands, except share and per share data

Notes receivable consisted of the following:

December 31,
2001 2002
Note receivable from sale of environmental sciences segment ~ $ 16,500 $ -
Other note receivable 1,000 500
17,500 500
Less current maturities (500) (5C0)
$ 17,000 $ -

The note receivable related to the sale of the Company’s environmental sciences segment was to be paid over twelve
years. The first four years were interest-only payments with the first interest payment received on December 31,
1999. Principal payments were to commence on December 31, 2003. The interest rate on the note was 8%. During
the fourth quarter of 2001, the Company negotiated a pre-payment of this note receivable and recorded a $1,500
discount. During 2002, this note receivable was paid in full.

The other note receivable relates to the sale of a prior business and bears interest at a rate of 10% and is payable
over a five-year period, which began on February 27, 1998, in equal annual payments.

7. Investments:
in thousands, except share and per share data

Investments consisted of the following:

December 31,
2001 2002

Investment in DNA Sciences, Inc. $ 32,005 $ -
Investment in Spotlight Health 5,000 5,000
Investmentin Surromed, Inc. - 5,000
Investmentin SLIL Biomedical Corp. 4,700 4,700
Investmentin BioDelivery Sciences International, Inc. - 1,684
Investmentin Gallery Systems, Inc. (formerly DAS) 1,500 -
Investmentin CancerConsultants 250 250
Investment in IntraBiotics (formerly Apothogen) 203 -
Investment in Signature Bioscience (formerly PrimeCyte) 100 150
Investmentin Oriel Therapeutics, Inc. _ - 150

$ 43,758 § 16,934

In February 1999, the Company invested in PPGx, an entity formed together with Axys Pharmaceuticals, Inc.
(“Axys”) to pursue the business of pharmacogenomics. The Company contributed $1,500 and the net assets of its
subsidiary, Intek, and assigned the rights to a software license from Axys for an 18.2% ownership interest in PPGx.
In December 2000, the Company exercised its option to increase its ownership of PPGx to 50% for $5,900 and sub-
sequently sold its investment in PPGx to DNA Sciences, Inc., for approximately 1.5 million shares of DNA Sciences
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Series D preferred stock. As a result of this transaction, the Company recognized a gain of $498. In conjunction with
this transaction, the Company repaid a $4,560 loan on PPGx’s behalf and forgave a note receivable from PPGx in the
amount of $1,065. Additionally, in December 2000, the Company purchased approximately 1.5 million shares of
DNA Sciences Series C preferred stock for $15,000 in cash. The Company owns approximately 1.5 million shares of
DNA Sciences Series C preferred stock and approximately 1.5 million shares of DNA Sciences, Inc. Series D preferred
stock, representing a 10.8% and 8.46% ownership interest as of December 31, 2001 and 2002, respectively. During
the first quarter of 2002, the Company recorded a charge to earnings for an other than temporary decline in the fair
market value of its investment in DNA Sciences of approximately $32.0 million. The investment in DNA Sciences was
deemed to be impaired as a result of the market condition of the overall industry, historical and projected perform-
ance, cash needs and an independent valuation of the market value of DNA Sciences.

In April 2000, the Company purchased 1.0 million shares of Spotlight Health Series C convertible preferred stock,
which represented approximately 7.6% and 7.5% ownership of Spotlight Health as of December 31, 2001 and 2002,
respectively. In January 2001, the Company entered into an agreement with Spotlight Health and First Union
National Bank, now Wachovia, to serve as the guarantor of a $2,000 revolving line of credit from First Union.
Indebtedness under the line is unsecured and subject to traditional covenants relating to financial ratios. As of
December 31, 2002, there was $2,000 outstanding under this credit facility. This credit facility is currently sched-
uled to expire in June 2003, at which time any outstanding balance is due. Further extensions of this guarantee
beyond June 2003 are possible.

In April 2002, the Company purchased 1.0 million shares of SurroMed, Inc. Series E preferred stock for $5.0 million,
which represented a 2.8% ownership interest in SurroMed as of December 31, 2002. SurroMed is a private company
that has developed a proprietary technology for biological markers.

In November 2001, the Company purchased 2.0 million shares of SLIL Biomedical Series C preferred stock, which
represented an 18.7% and 18.4% ownership interest as of December 31, 2001 and 2002, respectively. In connec-
tion with this investment, the Company also received a warrant to purchase up to $1,175 of stock SLIL Biomedical
issues in connection with a future institutional offering, at the price per share in that offering.

In June 2002, the Company purchased approximately 0.7 million units of BioDelivery Sciences International, Inc.,
for $3.6 million. Each unit consists of one share of common stock and one warrant for common stock. The
Company’s common stock in BioDelivery Sciences International represented less than 1.0% ownership interestin
BioDelivery Sciences International’s outstanding common stock as of December 31, 2002. BioDelivery Sciences
Internationalis a publicly traded company. The Company records an unrealized gain or loss related to this invest-
ment at the end of each quarter based on the closing price of this investment at the end of each period. As of
December 31, 2002, the Company had recorded an unrealized loss of $1,939 related to this investment.

The Company owns 0.6 million shares of Gallery Systems, formerly Digital Arts and Sciences Corporation or DAS,
Series D preferred stock, which represented a 6.7% and 6.8% ownership interest of December 31, 2001 and 2002,
respectively. During the fourth quarter of 2002, the Company recorded a charge to earnings for an other than tem-
porary decline in the fair market value of its investment in Gallery Systems of $1.5 million.

In December 2000, the Company purchased approximately 0.3 million shares of CancerConsultants common stock,
which represented a 2.7% ownership interest as of December 31, 2001 and 2002. The Company also received, as
part of the purchase, a warrant to purchase approximately 0.2 million shares of CancerConsultants common stock at
an exercise price of $1.25 per common share.

In October 2001, the Company made an investment in Apothogen, Inc., a new company formed with JPMorgan
Partners (BHCA), L.P., the Chairman of the Company’s Board of Directors and the Chief Executive Officer of the
Company to engage in the business of acquiring, developing and commercializing pharmaceutical products. As of
December 31, 2001, the Company had contributed $295 to Apothogen for Series A convertible preferred stock.
Given the involvement of the Chairman of the Company’s Board of Directors and the Chief Executive Officer of the
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Company, the Company was accounting for its investment in Apothogen under the equity method of accounting.
Accordingly, based on the Company’s ownership interest of 14.75% of Apothogen'’s Series A convertible preferred
stock, the Company was recognizing 14.75% of the net earnings or losses of Apothogen.

In April 2002, Apothogen was acquired by IntraBiotics Pharmaceuticals, Inc. As a result of the acquisition, the
Company received shares of IntraBiotics common stock representing less than 1.0% ownership interest of
IntraBiotics outstanding common stock. As of December 31, 2002, the Company’s ownership interest was still less
than 1.0%. During the fourth quarter of 2002, the Company recorded a charge to earnings for an other than tempo-
rary decline in the fair market value of its investment in IntraBiotics of approximately $0.3 million.

In November 2001, the Company purchased approximately 67 thousand shares of Signature Bioscience (formerly
PrimeCyte) Series D preferred stock, which represented a 0.7% and 0.9% ownership interest as of December 31,
2001 and 2002, respectively.

In December 2002, the Company purchased 150 thousand shares of Oriel Therapeutics Series A convertible preferred
stock, which represents a 4.3% ownership interest in Oriel Therapeutics as of December 31, 2002. The Company also
received, as part of the purchase, a warrant to purchase an equal number of shares of common stock in Oriel
Therapeutics at a discount.

8. Other Accrued Expenses:
in thousands, except share and per share data

Other accrued expenses consisted of the following:

December 31,
2001 2002
Accrued salaries, wages, benefits and related costs $ 35,356 $ 47,157
Other 13,595 20,869
$ 48,951 § 68,026
9. Long-Term Debt and Lease Obligations:
in thousands, except share and per share data
Long-term debt consisted of the following:
December 31,
2001 2002
Leases at interest rates up to 10.4% $ 3,074 $ 2,596
Note at interest rate of 5.26% - 5,810
3,074 8,606
Less: current maturities (1,203) (1,757)
$ 1871 $ 6,649

In June 2002, the Company amended a revolving credit facility for $50.0 million from Wachovia Bank, N.A., formerly
known as First Union National Bank. The purpose of the amendment was to extend the expiration date.
Indebtedness under the facility is unsecured and subject to traditional covenants relating to financial ratios.
Borrowings under this credit facility are available to provide working capital and for general corporate purposes. As
of December 31, 2001 and 2002, there was no amount outstanding under this credit facility. This credit facility is
currently scheduled to expire in June 2003, at which time any outstanding balance will be due.
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In July 2002, the Company entered into a new revolving credit facility for $50.0 million with Bank of America, N. A.
Indebtedness under the facility is unsecured and subject to traditional covenants relating to financial ratios.
Borrowings under this credit facility are available to provide working capital and for general corporate purposes. As
of December 31, 2002, there was no amount outstanding under this credit facility. This credit facility is currently
scheduled to expire in June 2003, at which time any outstanding balance would be due.

The Company acquired a mortgage note during the acquisition of MRL Belgium. This note relates to the laboratory
building in Brussels, Belgium that the Company owns. For the years subsequent to December 31, 2002, annual prin-
cipal maturities of long-term debt outstanding are:

2003 $ 278
2004 293
2005 309
2006 326
2007 343
2008 and thereafter 4,261
Total $ 5,810

LEASES

The Company is obligated under noncancellable operating leases expiring at various dates through 2016 relating to
its operating facilities and certain equipment. Rental expense for all operating leases, net of sublease income, was
$17,832, $18,520 and $25,783 for the years ended December 31, 2000, 2001 and 2002, respectively.

The Company completed a sale-leaseback transaction involving real estate in Austin, Texas, in November 1995. Total
gross proceeds in the transaction were $12,000, resulting in a pre-tax gain of approximately $2,100. The gain,
which has been deferred, is classified as deferred rent and other in the accompanying consolidated balance sheets
and is being amortized as a reduction of rent expense on a straight-line basis over the 15-year lease term. The facili-
ties are leased to the Company with all responsibility of operations and maintenance residing with the Company.

Certain facility leases entered into provided for concessions by the landlords, including payments for leasehold
improvements and free rent periods. These concessions have been reflected as deferred rent and other in the
accompanying consolidated financial statements. The Company is recording rent expense on a straight-line basis for
these leases.

Future minimum payments for all lease obligations for years subsequent to December 31, 2002 are as follows:

Operating (Capital

leases leases
2003 $ 26,071 $ 1,625
2004 25,039 1,162
2005 22,079 -
2006 20,099 -
2007 13,918 -
2008 and thereafter 51,294 -

158,500 2,787
Less: sublease income (414)

$ 158,086
Less: amount
representing interest (191)

Total
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10. Stock Plans:

in thousands, except share and per share data

RESTRICTED STOCK

In January 2001, the Company awarded 60 thousand shares of restricted stock to members of the senior manage-
ment team. This restricted stock vests at the end of three years. Deferred compensation is being expensed on a
straight-line basis over the three-year vesting period. Total deferred compensation recorded was $1,449 for 2001.
During 2002, 15 thousand shares with a value of $349 were forfeited due to terminations. Deferred compensation,
net of accumulated amortization of $483 and $250, was $966 and $367 as of December 31, 2001 and 2002.

STOCK INCENTIVE PROGRAM

The Company has a stock option plan (the “Plan”) under which the Company may grant options to its employees and
directors. As of December 31, 2002, there were 1.8 million shares of common stock available for grant. The exercise
price of each option granted is equal to the market price of the Company’s stock on the date of grant and the maxi-
mum exercise term of each option granted does not exceed 10 years. Options are granted upon approval of the
Board of Directors and vest over various periods, as determined by the Board of Directors at the date of the grant.
The majority of the Company’s options vest ratably over a period of three years.

On January 1, 1996, the Company adopted the disclosure requirements of Statement of Financial Accounting
Standards No. 123 (“SFAS No. 123"), “Accounting for Stock Based Compensation.” As permitted by SFAS No. 123,
the Company has chosen to apply Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees,” and related interpretations, in accounting for the Plan. Accordingly, no compensation cost has been
recognized for options granted under the Plan. See Note 1 for disclosure of pro forma net income and earnings per
share.

For the purposes of the pro forma presentation in Note 1, the fair value of each option grant is estimated on the
date of grant using the Black-Scholes option-pricing model with the following weighted average assumptions used
for grants in 2000, 2001 and 2002: expected volatility of 68.1%, 76.1% and 57.5%, respectively; risk-free interest
of 4.99%, 4.59% and 2.78%, respectively; and expected lives of five years. The resulting estimated weighted aver-
age fair value of options granted during 2000, 2001 and 2002 was $15.78, $11.54 and $28.89, per share, respec-
tively. All options granted during the years ended December 31, 2000, 2001 and 2002 were granted with an exercise
price equal to the fair value of the Company’s common stock at the grant date. The estimated pro forma amounts
presented in Note 1include the compensation cost for the Company’s Employee Stock Purchase Plan based on the
fair value of the contributions under this plan, consistent with the method of SFAS No. 123.

A summary of the status of the Plan at December 31, 2000, 2001 and 2002, and changes during the years, is pre-
sented below and includes common stock options of the Company:

2000 2001 2002

Weighted Weighted Weighted

(000's) Average {000's) Average (000’s) Average
Shares Exercise Price Shares Exercise Price Shares Exercise Price
Outstanding at beginning of year 3214 $ 935 2,802 $ 11.05 2,253 $ 13.9¢
Granted 822 12.96 501 24.21 710 28.89
Exercised (956) 7.19 (985) 11.03 (291) 11.55
Forfeited (278)  10.57 (65)  12.60 (214)  17.86
Outstanding at end of year 2,802 $ 11.05 2,253 § 13.94 2,458 $ 18.22
Options exercisable at end of year 1,500 $ 10.44 1,148 § 11.30 1,403 $§ 12.83
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The following table summarizes information about the Plan’s stock options at December 31, 2002:

Options OQutstanding Options Exercisable

(000's) (000’s)

Number Weighted Average Weighted Number Weighted
Range of Outstanding Remaining Average Exercisable Average
Exercise Prices at 12/31/02 Contractual Life Exercise Price at 12/31/02 Exercise Price

$ 0.00- $ 3.23 21 2.9 years $ 1.96 21§ 1.96
$ 3.24- $ 6.46 141 5.6 years § 4.91 141 $ 491
$ 6.47- $9.69 396 5.8 years § 7.46 379 § 7.40
$9.70-$ 12,92 304 5.5 years $ 10.95 222 $ 11.15
$12.93-$ 16.15 261 5.2 years $ 13.80 256 $ 13.75
$16.16-$ 19.38 230 7.5 years $ 18.13 167 $ 17.96
$19.39-$ 22.62 270 8.4 years $ 21.70 88 $ 21.52
$22.63- $25.85 114 9.1 years $ 24.89 £9 $ 25.49
$25.86-% 29.08 122 8.9 years § 26.49 40 $ 26.44
$29.09-$ 32.31 599 9.3 years $ 30.18 40 $ 31.45
2,458 7.3 years § 18.22 1,403 § 12.83

EMPLOVEE STOCK PURCHASE PLAN

The Board of Directors has reserved shares of the Company’s common stock for issuance under the Employee Stock
Purchase Plan (the “ESPP”). As of December 31, 2002, there were 0.9 million shares of common stock available for
issuance. The ESPP has two six-month offering periods (each an “Offering Period”) annually, beginning January 1
and July 1, respectively. Eligible employees can elect to make deductions from 1% to 15% of their compensation
during each payroll period of an Offering Period. Special limitations apply to eligible employees who own 5% or
more of the outstanding common stock of the Company. None of the contributions made by eligible employees to
purchase the Company’s common stock under the ESPP are tax deductible to the employees. At the end of an
Offering Period, the tctal payroll deductions by an eligible employee for that Offering Period will be used to pur-
chase common stock of the Company at a price equal to 85% of the lesser of (a) the reported closing price of the
Company’s common stock for the first day of the Offering Period, or (b) the reported closing price of the common
stock for the last day of the Offering Period. Only 300 thousand shares will be available for purchase during each of
the Offering Periods.

Employees eligible to participate in the ESPP include employees of the Company and most of its operating sub-
sidiaries, except those employees who customarily work less than 20 hours per week or five months in a year.
Because the eligible employee determines both participation in and contributions to the ESPP, itis not possible to
determine the benefits and amounts that would be received by an eligible participant or group of participants in the
future.

During 2002, $4,141 was contributed to the ESPP and 169 thousand shares were issued. The compensation costs for
the ESPP as determined based on the fair value of the contributions under the ESPP, consistent with the method of
SFAS No. 123, was $497, $715 and $810 and is reflected in the pro forma net income and basic and diluted net
income per share for 2000, 2001 and 2002, respectively, as disclosed in Note 1.




11. Income Taxes:

in thousands, except share and per share data

The components of income (loss) before provision for income taxes were as follows:

Years Ended December 31,

2000 2001 2002
Domestic $ 53,172 $ 70,893 $ 57,183
Foreign (2,341) 7,021 21,359
Income from continuing operations $ 50,831 $ 77,914 $ 78,542
The components of the provision for income taxes were as follows:
Years Ended December 31,
2000 2001 2002
State income taxes:
Current $ 708 $ 3,398 § 3,914
Deferred (1,037) (270) 1,776
Federalincome taxes:
Current 15,721 29,288 23,579
Deferred 1,397 (5,226) 3,385
Foreign income taxes: '
Current 1,196 422 5,539
Ceferred 536 1,135 4652
Provision for income taxes $ 18,521 $ 28,747 $ 38,645

Tax expense for 2000 reflects the full benefit of a tax planning strategy implemented during that year.

Taxes computed at the statutory U.S. federal income tax rate of 35% are reconciled to the provision for income

taxes as follows:
Years Ended December 31,
2000 2001 2002

Effective tax rate 36.4% 36.9% 4£9.2%
Statutory rate of 35% $ 17,791 $ 27,270 $ 27,490
State taxes (net of federal benefit) (919) 2,106 1,980
Utilization of capital loss carryforward (611) - -
Nondeductible expenses net of nontaxable income 649 210 (318)
Change in valuation allowance 1,053 (2,533) 11,063
Impact of international operations 679 1,452 (901)
Other (121) 242 {669)
Provision for income taxes $ 18,521 $ 28,747 $ 38,645
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Components of the net current deferred tax asset were as follows:

December 31,
2001 2002
Future benefit of net operating losses $ 1,047 $ 730
Reserve for doubtful accounts 1,103 2,093
Accrued expenses ' 3,134 7,396
Unearned income 4,705 4,277
Valuation allowance (716) (638)
Net current deferred tax asset $ 9,273 $ 13,858

Components of the net long-term deferred tax liability in 2001 and 2002 were as follows:

2001 2002
Depreciation and amortization $ 281 $ 9,145
Deferred rent (261) (808)
Deferred compensation - (619)
Investment basis differences - (14,007)
Valuation allowance - 11,911
Other 354 329
Net long-term deferred tax liability $ 374 $ 5,951

The valuation allowance related to the Company’s foreign tax losses was reduced by $2,533 and $78 during 2001
and 2002, respectively, due to the utilization of losses in various jurisdictions. A valuation allowance of $11,911
was established in 2002 due to the uncertainty of recognizing future tax benefits from certain unrealized capital
losses. Of this valuation allowance, $770 relates to unrealized losses included in accumulated other comprehensive
loss on the consolidated balance sheet and has no effect on the calculated tax rate.

The Company records current and deferred income tax expense related to its foreign operations to the extent those
earnings are taxable. No provision has been made for the additional taxes that would result from the distribution of
earnings of foreign subsidiaries because those earnings are expected to be invested permanently. The cumulative
amount of undistributed retained earnings of foreign subsidiaries for which no provision has been made was $3,042
and $14,702 as of December 31, 2001 and 2002, respectively.
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12. Employee Savings and Pension Plans:
in thousands, except share and per share data

SAVINGS PLAN

The Company provides a 401(k) Retirement Savings Plan to its U.S. employees. The Company matches 50% of an
employee’s savings up to 6% of pay, and these contributions vest ratably over a four-year period. Company match-
ing contributions for all employees for each of the three years ended December 31, 2000, 2001 and 2002 were
$2,977, $3,467 and $4,176, respectively.

PENSION PLANS

Pension costs are determined under the provisions of Statement of Financial Accounting Standards No. 87,
“Employers’ Accounting for Pensions,” and related disclosures are determined under the provisions of Statement of
Financial Accounting Standards No. 132, “Employers’ Disclosures about Pensions and other Postretirement
Benefits.”

The Company has a separate contributory defined benefit plan (the “U.K. Plan”) for its qualifying United Kingdom
employees employed by the Company’s U.K. subsidiaries. The benefits for the U.K. Plan are based primarily on years
of service and average pay at retirement. Plan assets consist principally of investments managed in a mixed fund.

Pension costs for the U.K. Plan included the following components:

Years Ended December 31,

2000 2001 2002
Service cost benefits earned during the year 3$ 848 $ 846 $ 1,085
Interest cost on projected benefit obligation 805 843 1,045
Expected return on plan assets (72) (935) (848)
Net amortization and deferral (711) 9 53
Net periodic pension cost $ 870 $ 763 $ 1,335

Assumptions used to determine pension costs and projected benefit obligations were as follows:

2000 2001 2002
Discount rate 6.0% 5.5% 6.2%
Rate of compensation increase 4.0% 3.0% 4.0%

Long-term rate of return on plan assets 5.0% 6.0% 5.5%
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The change in benefit obligation, change in plan assets, funded status and amounts recognized of the defined ben-
efit plan were as follows:

Years Ended December 31,

2000 2001 2002
Change in benefit obligations:
Benefit of obligation at beginning of year $ 14,507 $ 15,776 $ 14,768
Service cost 848 619 732
Interest cost 805 843 1,045
Participant contributions 248 227 353
Net actuarial loss (gain) 750 (2,114) 3,066
Benefits paid (285) (189) (1,730)
Foreign currency translation adjustment (1,097) (394) 1,559
Benefit obligation at end of year $ 15,776 $ 14,768 $ 19,793
Changein plan assets:
Fair value of plan assets at beginning of year $ 16,250 $ 15,638 $ 14,212
Actual asset return 72 (1,714) (2,036)
Employer contributions 582 639 988
Plan participants’ contributions 248 227 353
Benefits and expenses paid (285) (189) (1,730)
Foreign currency translation adjustment (1,229) (389) 1,499
Fair value of plan assets at end of year $ 15,638 $ 14,212 $ 13,286
Funded status:
Funded status $  (137) $  (556) $ (6,365)
Unrecognized transition asset (52) (39) (31)
Unrecognized net actuarial loss 1,899 2,366 8,361
Prepaid pension costs $ 1,710 $ 1,771 $ 1,965
Amounts recognized:
Prepaid pension costs $ 1,710 $ 1,771 § 1,965
Accrued pension liability - - (7.905)
Accumulated other comprehensive income - - 7,905
Net amount recognized $ 1,710 $ 1,771 § 1,965

13. Commitments and Contingencies:
in thousands, except share and per share data

The Company currently maintains liability insurance on a “claims made” basis for professional acts, errors and omis-
sions. The policy has a self-insured retention per claim of $500. As of December 31, 2001 and 2002, there were no
open claims related to this coverage above the self-insured retention.

As of January 1, 2003, the Company was self-insured for group health for employees located within the United
States. The Company maintains insurance on a “claims made” basis, up to a maximum of $200 per member per year.
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As of December 31, 2001 and 2002, the Company maintained a reserve of approximately $3,082 and $4,819,
respectively, included in other accrued expenses on the consolidated balance sheets, to cover open claims and esti-
mated claims incurred but not reported. The Company switched plans and administrators at the beginning of 2001.
The 2001 plan included a maximum claims provision to limit the Company'’s liability.

In the normal course of business, the Company is a party to various claims and legal proceedings. The Company
records a reserve for these matters when an adverse outcome is probable and the amount of the potential liability is
reasonably estimable. Although the ultimate outcome of these matters is currently not determinable, management
of the Company, after consultation with legal counsel, does not believe that the resolution of these matters will
have a material effect upon the Company’s financial condition, results of operations or cash flows for an interim or
annual period.

14. Related Party Transactions:
in thousands, except share and per share data

In April 2002, Apothogen, Inc., an equity method investment of the Company, was acquired by IntraBiotics
Pharmaceuticals, Inc. The Company was related through common ownership with Apothogen, Inc. See Note 7 for
terms of this relationship. The Company had a receivable from Apothogen as of December 31, 2001 of $199.
Apothogen rented facility space from the Company for which the Company recognized approximately $118 and $171
in rental income in 2001 and 2002, respectively. The Company also provided Apothogen with development services
and professional services such as legal and accounting services. The Company recorded revenues of $5 and $93
related to the provisions of development services to Apothogen in 2001 and 2002, respectively.

The Company leases its Highland Heights, Kentucky building under an operating lease with a shareholder of the
Company. Rent paid to this shareholder for the year ended December 31, 2002 totaled approximately $596.

15. Fair Value of Financial Instruments:
in thousands, except share and per share data

The following methods and assumptions were used to estimate the fair value of each class of financial instruments
for which it is practicable to estimate that value:

ACCOUNTS RECEIVABLE, ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

The carrying amount approximates fair value because of the short maturity of these items.

NOTES RECEIVABLE AND LONG-TERM DEBT

The Company believes the carrying value approximates the fair value on December 31, 2001 and 2002.

INVESTMENTS

The Company assesses its investment portfolio on a quarterly basis to determine whether declines in the market
value of these securities are other than temporary. This quarterly review includes an evaluation of, among other
things, the market condition of the overall industry, historical and projected financial performance, expected cash
needs and recent funding events. As a result of management’s quarterly evaluations, during the three months
ended March 31, 2002, the Company recorded a charge to earnings for an other than temporary decline in the fair
market value of its investment in DNA Sciences of approximately $32.0 million. The investment in DNA Sciences was
deemed to be impaired as a result of adverse events experienced by DNA Sciences during the first quarter of 2002.
The Company also recorded a charge to earnings for an other than temporary decline in the fair market value of its
investment in Gallery Systems (formerly DAS) of $1.5 million and its investment in IntraBiotics of approximately
$0.3 million in the fourth quarter of 2002.

The Company's investments in Spotlight Health, SurroMed, SLIL Biomedical Corp., CancerConsultants, Signature
Bioscience (formerly PrimeCyte) and Oriel Therapeutics are recorded at $5,000, $5,000, $4,700, $250, $150 and
$150, respectively, at December 31, 2002. These investments, for which no public market exists, are accounted for
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using the cost method of accounting as the Company does not exert significant influence on the operations of these
companies. The Company monitors these investments for other than temporary declines in value. As of December
31, 2002, the Company had not recorded an impairment for these investments.

The Company’s investment in BioDelivery Sciences International, Inc., was recorded at $1,684 at December 31,
2002. BioDelivery Sciences International is a publicly traded company. The Company records an unrealized gain or
loss related to this investment at the end of each quarter based on the closing price of this investment at the end of
each period. As of December 31, 2002, the Company had recorded an unrealized loss of $1,939 related to this
investment.

LETTERS OF CREDIT

From time to time, the Company uses letters of credit to back certain guarantees and insurance policies. The letters
of credit reflect fair value as a condition of their underlying purpose and are subject to fees competitively deter-
mined in the marketplace. During 2002, the Company did not utilize any letters of credit.

16. Business Segment Data:

in thousands, except share and per share data

Revenues by principal business segment are separately stated in the consolidated financial statements. The
Company has changed its measurement of segment profitability from net income to income (loss) from operations
in 2002 in order to more accurately reflect the information used by the Company's chief operating decision-maker.
Net income for the Development segment was $30,592 and $45,620 for the years ended December 31, 2000 and
2001, respectively. Net income for the Discovery Sciences segment was $1,718 and $3,639 for the years ended
December 31, 2000 and 2001, respectively. Equity in net loss of investee of $92 in 2001 was not allocated to the
Company’s business segments. The equity in net loss of investee is related to the investment in Apothogen, which
operated in the discovery field. See Note 7. Income (loss) from operations, depreciation and amortization, identifi-
able assets and capital expenditures by principal business segment were as follows:

Years Ended December 31,

2000 2001 2002

Income (loss) from operations:

Development $ 40,834 $ 66,830 $ 117,405

Discovery sciences 2,713 5,762 (8,960)

Total $ 43,547 $ 72,592 $ 108,445
Depreciation and amortization:

Development $ 16,166 $ 18,366 $ 21,546

Discovery sciences 1,067 1,898 2,685

Total $ 17,233 $ 20,264 § 24,231
Identifiable assets: (¢/

Development $ 297,880 $ 408,774 $ 637,660

Discovery sciences 47,035 ‘ 56,626 54,460

Total $ 344,915 $ 465,400 $ 692,120
Capital expenditures:

Development $ 18,231 $ 37,570 $ 30,602

Discovery sciences 3,284 4,319 5,894

Total $ 21,515 $ 41,889 $ 36,496

(a) The note receivable from the sale of the environmental sciences segment is included in the Development segment.



17. Operations by Geographic Area:
in thousands, except share and per share data

The following table presents information about the Company’s operations by geographic area:

Years Ended December 31,

2000 2001 2002

Net revenue:

United States $ 326,500 $ 391,316 $ 484,955

U.K. 16,270 34,369 57,612

Other @ 29,880 34,948 66,090

Total $ 372,650 $ 460,633 $ 608,657
Operating income (loss):

United States $ 47,338 $ 65,651 $ 85,130

U.K. (1,990) 5,630 15,605

Other @ (1,801) 1,311 7,720

Total $ 43,547 $ 72,592 $ 108,455
Identifiable assets:

United States $ 303,604 $ 412,700 $ 578,146

u.k. 27,783 37,454 56,652

Other @ 13,528 15,246 57,322

Total $ 344,915 $ 465,400 $ 692,120

(a) Principally consists of operations in 21 countries, ten of which are located in Europe, none of which individuatly comprise more than 10% of net revenue, operating income
(loss) oridentifiable assets.

18. Quarterly Financial Data (Unaudited):
in thousands, except share and per share data

2001 First Second Third Fourth Total
Net revenue $ 112,853 $ 109,405 $ 115,762 §$ 122,613 $ 460,633
Operating income 21,246 14,870 16,612 19,864 72,592
Netincome 14,537 10,464 11,507 12,659 49,167
Net income per common share:
Basic $ 028 § 0.20 $ 022 $ 024 $ 0.95
Diluted $ 028 % 0.20 $ 022 $ 024 % 0.94
2002
Net revenue $130,583 $151,566 $157,284 $169,224 $ 608,657
Operating income 21,467 26,181 27,748 33,049 108,445
Netincome (loss) (15,567) 17,210 18,282 19,972 39,897
Net income per common share:
Basic $ (029) ¢ 031 $ 033 § 036 $ 073
Diluted $ (C.29)¢$ 031 & 033 § 036 § 072
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The 2003 annuel meeting of  Coples of the PPD annual Wachovia Bank, N.A.
shareholders will be held at report on Form 10-K and 1525 West W.T. Harrs
10 &.m. ET on May 14, 2003,  quartery reports on Form 10-0  Boulevard, 3€3, NC1153
atthe PPD offices located ot filed with the Seeurtties and Charletie, NC 26262-1153
3900 Parameunt Pariway, Exchange Commission, as well — Telephones 829 8432
Merrisville, North Carolina. as ofther invester materals,
are available witheut cherge S
through the PPD Web sfte at & Touche LLP
: Www.ppei.com 6F Upen Reledgh, NC
PRI request froms

Stephen Smith, Directer,
Corporate Mnance

3151 Seuth Seventeenth Street
Wilmington, NC 28412
Telephones +910 251 0081

Faxs +910 772 7056

E-matls info@wilm.ppdfi.com

Our commen stock s traded under the symbel “PPDL” in the ever-the-counter market and is
guotted on the Nasdag National Market System. The follewing table sets forth the high and low
priees for shares of our commen stock, as reported by the Natlonal Asseciation of Securiides
Dealers, Ine. These prices are based on quotations ameng dealers, which do net reflect retail
MAarkup, Markdown aF COmMISsions.

High Low High Low

First Quarter $35.31  $26.86 $28.91  $16.84
Second Quarter $34.90 $22.10 $38.36  $18.47
Third Quarter $26.34 $16.06 $38.00 $19.40
Fourth Quarter $31.70 $19.25 $33.75 $22.67

As of February 3, 2003, there were approximattely 17,900 holders of our common stock.

We have never declared or paid cash dividends on eur common stock. We have ne present plans
fto pay cash efvidends te our sharehelders and, for the foreseeable future, intend to retain all of
our earmings for use in centinuing to develep our business.
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